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MEDICARE AND SOCIAL SECURITY: 
THE FISCAL FACTS 


WEDNESDAY, JULY 13, 2011 

House of Representatives, 
Committee on the Budget, 

Washington, DC. 

The committee met, pursuant to call, at 10:08 a.m. in room 210, 
Cannon House Office Building, Hon. Paul Ryan [chairman of the 
committee] presiding. 

Present: Representatives Ryan, Campbell, Price, Lankford, 
Black, Huelskamp, Young, Guinta, Van Hollen, Schwartz, Doggett, 
Blumenauer, Pascrell, Wasserman Schultz, Castor, Tonko and 
Bass. 

Chairman Ryan. Hearing will come to order. I didn’t mean to 
scare you there. We are ready to get started now. 

We thank the witnesses for coming. I will open with a brief com- 
ment and then turn it over to my partner here Mr. Van Hollen. 

Welcome to today’s hearing focused on our critical health and re- 
tirement security programs, specifically Medicare and Social Secu- 
rity. Today we welcome Rick Foster, chief actuary at the Centers 
for Medicare & Medicaid Services. Rick remains among the Na- 
tion’s foremost experts on health care policy, and we remain grate- 
ful for his nonpartisan analysis and for his returning to testify be- 
fore this committee. 

It is good to see you again, Rick. 

We are also very fortunate to be joined by Stephen Goss, chief 
actuary for the Social Security Administration. Like Rick, Steve’s 
analysis provides policymakers with an indispensable guide to the 
structural need for reforms. 

Steve, I’ve known you a long, long time. It is great to have you 
back. We appreciate your taking time out of your day to come and 
testify today. 

The failure of Washington to be honest about Medicare and So- 
cial Security and the Federal budget threatens the economic secu- 
rity of Americans. For too long policymakers have avoided the crit- 
ical question on how the social insurance strategies of the 20th cen- 
tury can deliver on their promise of 21st century. It is just that 
simple. 

The House Budget Committee has devoted considerable energy to 
changing Washington’s culture of irresponsibility. The American 
people deserve better than empty promises with respect to these 
important programs. 

Earlier this year we proposed, debated and advanced a plan that 
helps fulfill the mission of health and retirement security for all 

(l) 
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Americans. Our budget charts a path to lift the crushing burden 
of debt, to spur economic growth and job creation, and to fix these 
problems. It has been a source of urgently needed debate along 
with an occasional distortion or two. 

Both sides have engaged in the unfortunate weaponization of en- 
titlement politics. It is bad for our political discourse, it hinders ef- 
forts at bipartisan solutions, and, most importantly, it actually 
threatens the health and well-being of society’s most vulnerable 
who rely most importantly on these programs. 

We need a clean break from the politics of the past, and that be- 
gins with a shared consensus on the facts. So today’s hearing is an 
effort to unpack the fiscal facts on Medicare and Social Security, 
two critical programs that represent a solemn commitment to 
America’s seniors. This is a commitment that cannot be kept unless 
reforms are made. To help us get our arms around the magnitude 
of these two programs’ financial health, I can think of no better 
witnesses than the ones we have today. 

It is just this simple: These are the most important program of 
the Federal Government right here, these two. Millions of people 
rely on them. They are going bankrupt. They have to be reformed 
in order to be saved. And it is crystal clear to anybody who looks 
at these numbers that the sooner we act to shore these programs 
up, the better off everybody is going to be, the less disruption that 
occurs in the lives of the people who rely on them the most. 

You can’t help but turn on the TV and see what is happening in 
Italy, in Greece, in Portugal, you name it. A debt crisis is on our 
horizon, and a debt crisis is driven in large part because of these 
programs. So it is so much better for us as leaders to act like lead- 
ers, and to fix this problem, and do it under our own terms and 
our own timeline before it gets out of our control. And it is just that 
simple. And so hopefully we can begin a conversation with the reci- 
tation of the fiscal facts as the nonpartisan trustees and actuaries 
display them. 

And with that I would like to turn it over to my colleague Mr. 
Van Hollen. 

[The prepared statement of Mr. Ryan follows:] 

Prepared Statement of Hon. Paul Ryan, Chairman, 

House Committee on the Budget 

Welcome to today’s hearing focused on our critical health and retirement security 
programs — specifically Medicare and Social Security. 

We welcome Rick Foster, Chief Actuary at the Centers for Medicare and Medicaid 
Services. Rick remains among the nation’s foremost experts on health care policy, 
and we remain grateful for his nonpartisan analysis and for his returning to testify 
before this committee. We are also fortunate to be joined by Stephen Goss, Chief 
Actuary for the Social Security Administration. Like Rick, Stephen’s analysis pro- 
vides policymakers with an indispensible guide to the structural need for reforms. 
I thank you both for taking time out of your schedules to join us today. 

The failure of Washington to be honest about Medicare, Social Security, and the 
federal budget threatens the economic security of America’s seniors. For too long, 
policymakers have avoided the critical question on how the social insurance strate- 
gies of the 20th century can deliver on their promise in the 21st century. 

The House Budget Committee has devoted considerable energy to changing Wash- 
ington’s culture of irresponsibility. The American people deserve better than empty 
promises with respect to these important programs. Earlier this year, we proposed, 
debated and advanced a plan that helps fulfill the mission of health and retirement 
security for all Americans. Our budget charts a path to lift the crushing burden of 
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debt, and to spur economic growth and job creation. It has been a source of an ur- 
gently needed debate, along with an occasional distortion or two. 

Both sides have engaged in the unfortunate weaponization of entitlement politics. 
It is bad for our political discourse; it hinders efforts for bipartisan solutions; and 
most importantly it threatens the health and well-being of society’s most vulnerable. 
We need a clean break from the politics of the past, and that begins with a shared 
consensus on the facts. 

Today’s hearing is an effort to unpack the fiscal facts on Medicare and Social Se- 
curity — two critical programs that represent a solemn commitment to America’s sen- 
iors. This is a commitment that cannot be kept unless reforms are made. 

To help us get our arms around the magnitude of these two programs’ financial 
health, I can think of no better witnesses than the two nonpartisan experts testi- 
fying before this committee today. 

Again, I thank you both for joining us today and look forward to your testimony. 
With that, I’d like to yield to Ranking Member Van Hollen for his opening state- 
ment. 

Mr. Van Hollen. I thank you, Mr. Chairman. 

I want to join the chairman in welcoming our witnesses today. 
I look forward to your testimony on what is a very important sub- 
ject. I would note, Mr. Chairman, that this will be, I believe, the 
fourth hearing devoted to either Medicare or Social Security sol- 
vency, including yesterday’s hearing where we had an extensive 
discussion of this issue with Secretary Sebelius and other wit- 
nesses, and I think that is entirely appropriate. But I want to note 
that we have not yet had a single hearing devoted to the issue of 
tax expenditures and revenue. And we all know that the Presi- 
dent’s bipartisan fiscal commission on which you serve, Mr. Chair- 
man, said that you can look at the tax expenditures in the Tax 
Code and find about $1 trillion every year. 

Chairman Ryan. We are working on scheduling that hearing. 

Mr. Van Hollen. Okay. We have had four on this issue, and, 
again, we should have many more this issue, but we have not yet 
had one on a hugely important part of our budget. 

There is no doubt that we need to make reforms in Medicare and 
Social Security to ensure the long-term strength and viability of 
those programs. We have very different views on how to do. 

But, Mr. Chairman, if we are talking about the facts, let us also 
be clear about this point. The Congressional Budget Office analysis 
shows that the primary recent policy decision driving the need to 
raise the debt ceiling was the decisions in 2001 and 2003 to provide 
tax breaks that disproportionately benefited the very wealthy. That 
is what driving the current debt ceiling. We are talking about bills, 
past bills due and our ability to pay for those past bill dues. 

And as we all know, we have a very important conversation 
going on as to whether and how we take a balanced approach to 
that decision, one that includes important and difficult cuts in dis- 
cretionary spending, one that looks at mandatory programs, one 
that looks at some of the things we can do to strengthen Medicare. 
Again, we have different views on how to do that. But one that we 
would urge also includes closing corporate tax loopholes and deal- 
ing with tax preferences for the folks at the very top. 

So again, I am glad we are having what by our account is the 
fourth hearing on this subject, but if we are going to take a bal- 
anced approach to the long-term challenges, let us include that con- 
versation about tax expenditures. 

Now, with respect to Medicare and Social Security, again, we 
heard a lot of testimony yesterday from Secretary Sebelius and oth- 
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ers. We believe we have to make very important reforms to Medi- 
care. We believe we have to change the incentive structure so that 
we reward value of care and quality of care over volume of care and 
quantity of care. And Secretary Sebelius talked about some of the 
important initiatives she is taking with respect to improved coordi- 
nation of care for dual-eligibles, people on Medicare and Medicaid, 
people with a lot of chronic diseases where we spend a whole lot 
on the Medicare program. We need to look at those sorts of things. 
We are open to other ideas. 

What we are not open to is transferring all those costs simply to 
seniors on Medicare without dealing with the underlying costs driv- 
ing the entire health care system; not just Medicare, but the entire 
health care system of which Medicare is a very important part. 

And so, yes, we do object to the approach that was taken in the 
Republican budget, which the CBO says will not decrease health 
care costs nationally, but actually increase total health care costs, 
and we push a lot bigger part of that burden onto Medicare bene- 
ficiaries. 

With respect to Social Security, we believe that reforms need to 
be made to make sure that we strength the solvency of Social Secu- 
rity beyond the year 2036, 2037. We all know that if we do nothing 
to act now, Social Security beneficiaries would get 78 cents approxi- 
mately on the dollar, 75, 78 cents. Yes, we need to act sooner rath- 
er than later to address those issues. Again, we have differences of 
opinion on how best to do that, but no difference on the fact that 
we need to make sure we strengthen those programs. 

So we are in fundamental agreement that Medicare and Social 
Security require some reforms to be strengthened. We are in very 
big disagreement as to how to do it. And apparently we continue 
to be in a big disagreement over taking a balanced approach to the 
overall budget that says let us not make the kind of mistakes that 
we made that are actually driving the budget deficits at the par- 
ticular moment. Let us deal with tax expenditures, let us close 
some of those corporate loopholes whether it is for the jets or for 
oil and gas companies, and let us look at the tax preferences for 
folks at the very high end of the income scale on tax rates. 

So, Mr. Chairman, again, I would like to have a lot more hear- 
ings on this particular issue, but I would like us also to address 
the very important issues of tax expenditures as part of an overall 
budget discussion. 

[The prepared statement of Mr. Van Hollen follows:] 

Prepared Statement of Hon. Chris Van Hollen, Ranking Minority Member, 
House Committee on the Budget 

Thank you Mr. Chairman, and I want to thank our witnesses for joining us today, 
and I look forward to your testimony on what is a very important subject. I would 
note, Mr. Chairman, that this will be what I believe is the fourth hearing devoted 
to either Medicare or Social Security solvency, including yesterday’s hearing where 
we had an extensive discussion on this issue with Secretary Sebelius and the other 
witnesses. And I think that’s entirely appropriate. But I want to note that we have 
not yet had a single hearing devoted to the issue of tax expenditures and revenue. 
And we all know that the President’s bipartisan fiscal commission, on which you 
served Mr. Chairman, said that you can look at the tax expenditures in the tax code 
and find about $1 trillion every year in savings. We have had four hearings on this 
issue, and we should have many more on this issue, but again — we have not yet 
had one on a hugely important part of our budget. 
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There is no doubt that we need to make reforms in Medicare and Social Security 
to ensure the long term strength and viability of those programs, and we have very 
different views on how to do it. But, Mr. Chairman, if we’re talking about the facts, 
let’s also be clear about this point: the Congressional Budget Office (CBO) analysis 
shows the primary recent policy decision that is driving the need to raise the debt 
ceiling were the decisions in 2001 and 2003 to provide tax breaks that disproportion- 
ately benefit the very wealthy. That is what is driving the current debt ceiling de- 
bate. We’re talking about bills — past bills due — and our ability to pay them. And 
as we all know, we have a very important conversation going on as to whether and 
how we take a balanced approach to that decision. One that includes important and 
difficult cuts in discretionary spending. One that looks at mandatory programs. One 
that looks at things we can do to strengthen Medicare, and again we have different 
views on how to do that. But one, that we would urge, also looks at closing corporate 
tax loopholes and dealing with tax preferences for the folks at the very top. So, 
again I’m glad we’re having, by what our account is the fourth hearing on this sub- 
ject, but if we’re going to take a balanced approach to the long-term challenges let’s 
include that conversation about tax expenditures. 

Now, with respect to Medicare and Social Security — again, we heard a lot of testi- 
mony yesterday from Secretary Sebelius and others. We believe that we have to 
make very important reforms to Medicare. We believe that we have to change the 
incentive structure so that we reward value of care and quality of care instead of 
volume of care and quantity of care. And Secretary Sebelius talked about some very 
important initiatives that she’s taking with respect to improved coordination of care 
for dual-eligibles — people on Medicare and Medicaid, people with chronic diseases — 
where we send a whole lot of the Medicare program. We need to look at those sorts 
of things, and we are open to other ideas. What we are not open to is transferring 
all of those costs simply to seniors on Medicare without dealing with the underlying 
costs driving the entire healthcare system, not just Medicare, but the entire health 
care system of which Medicare is a very important part. And so yes, we do object 
to the approach that was taken in the Republican budget which the CBO says will 
not decrease health care costs, but actually increase total health care costs and push 
a much larger part of the cost burden onto Medicare beneficiaries. 

With respect to Social Security we believe that reforms need to be made to make 
sure that we strengthen the solvency of Social Security beyond the year 2036. We 
all know that if we do nothing to act now then Social Security beneficiaries would 
get 77 cents on the dollar that they were expecting to receive. Yes, we need to act 
sooner rather than later to address those issues. And again, we have differences of 
opinion on how best to do that, but we have no difference in opinion regarding the 
fact that we do indeed need to strengthen those programs. 

We are in fundamental agreement that Medicare and Social Security require some 
reforms so that we can strengthen them, but we have some very big differences as 
to how to do it. And apparently we continue to be in significant disagreement over 
taking a balanced approach to the overall budget, one that says ‘Let’s not make the 
same kind of mistakes that we made which are now driving the budget deficits at 
this particular moment. Let’s deal with tax expenditures. Let’s close some of those 
corporate loopholes — whether it’s for the jets or for the oil and gas companies. Let’s 
look at the tax preferences for the folks at the very top of the income scale.’ So, Mr. 
Chairman, again I’d like to have a lot more hearings on this particular issue, but 
I’d like also for us also to address the very important issue of tax expenditures as 
part of the overall budget discussion. Thank you. 

Chairman Ryan. The gentleman made his point very clearly. 
Why don’t we begin with you, Steve, and then go to Rick. The floor 
is yours. Please turn your mic on. 

STATEMENTS OF STEPHEN C. GOSS, CHIEF ACTUARY, SOCIAL 
SECURITY ADMINISTRATION; AND RICHARD S. FOSTER, 
F.S.A., CHIEF ACTUARY, CENTERS FOR MEDICARE & MED- 
ICAID SERVICES 

STATEMENT OF STEPHEN C. GOSS 

Mr. Goss. Thank you very much, Chairman Ryan. 

Chairman Ryan. Turn your mic on. 

Mr. Goss. There we go. 
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Chairman Ryan, ranking member Van Hollen, members of the 
committee, thank you very much for the opportunity to discuss 
with you today the fiscal status of these programs. 

The 2011 annual reports issued by the Board of Trustees on May 
13 have clearly laid out the projected future costs and financing of 
these programs under current law and our best assessment of fu- 
ture economic and demographic conditions. 

We are at the beginning of a substantial and permanent shift in 
age distribution of our population. The drop in birth rates from the 
longtime average level of three children per woman through 1965 
to just two children per woman since 1975 is, in fact, responsible. 
By 2040, there will be only two workers for every Social Security 
beneficiary, down from three workers per beneficiary throughout 
the period 1975 to 2008. As a result the cost of Social Security will 
shift from 4.3 percent of GDP in the period 1975 through 2008 to 
a stable level of 6 percent of GDP for 2040 and later. Scheduled 
tax revenue will remain at about 4.5 percent of GDP in the future. 
Program sustainability for Social Security, therefore, will depend 
on making a choice to either increase revenue by 33 percent after 
2035, reduce benefits by 25 percent after 2035, or some combina- 
tion of these two changes. 

In the absence of legislation, the combined Social Security OASI 
and DI Trust Funds are projected to be exhausted in 2036 in our 
latest reports, with only about 75 percent of presently scheduled 
benefits being payable thereafter through 2085. It is actually 77 
percent right away in 2036. Projected trust fund exhaustion is now 
1 year earlier than in the 2010 report largely because of lower mor- 
tality and net immigration and a slightly slower expected economic 
recovery since the prior report. 

Social Security total income, however, will continue to exceed ex- 
penditures, causing the trust fund assets to grow until 2023. But 
Social Security noninterest income is now expected to be perma- 
nently below cost starting 2010. This is 5 years earlier than ex- 
pected a year ago. Positive net cash flow that hadn’t been projected 
at less than $10 billion for each year 2012 through 2014 in the 
2010 trustees report has been replaced with projected negative 
cash flow of less than 20 billion for each of these years in the cur- 
rent report, largely because of the economic recession having a 
slower recovery in our assumptions. While GDP grew 0.4 percent 
less in 2010 than expected a year ago, the average real earnings 
level of workers grew by 3.1 percent less for 2010. 

Social Security and other trust fund programs are subject to spe- 
cial constraints that do not exist for other Federal programs. The 
trust funds have no borrowing authority in and of themselves, so 
these programs must always maintain a positive cumulative net 
cash flow, a positive asset level. 

If trust fund assets were ever to become exhausted, payable ben- 
efits limited to the continuing revenue of the program. In the case 
of Social Security, only about 75 percent of scheduled benefits 
would be payable after 2035. Congress has always taken action in 
the past in order to prevent the precipitous drop in benefits that 
would be required if there were ever the exhaustion of a trust fund. 

Budget scoring convention presumes that Social Security short- 
falls after any trust fund exhaustion that might occur would be 
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made up with revenue from the general fund of the Treasury, re- 
quiring extensive borrowing from the public. In fact, the law would 
not permit this. If currently scheduled benefits are to be paid after 
2035 for Social Security, the Congress will need to pass legislation 
providing more revenue. Graphs of the theoretical growth in the 
publicly held debt after trust fund exhaustion based on the pre- 
sumption that full benefits would continue with additional revenue 
from the general fund of the Treasury may be impressive; however, 
the reality of a precipitous drop in benefits at trust fund exhaus- 
tion has actually proven historically to be a more certain motiva- 
tion for congressional action. 

The total Federal debt subject to ceiling includes the amounts 
the Treasury has borrowed from and owes both directly to the pub- 
lic and indirectly to the public through the trust funds. In the ab- 
sence of asset accumulation by the trust funds in the past, the 
Treasury would simply have to have needed to have borrowed that 
much more directly from the public. The total debt subject to ceil- 
ing, therefore, depends entirely on the net cash flows of all the Fed- 
eral programs that do not have trust funds. Changes in Social Se- 
curity income and spending do not and will not have a direct effect 
on the total debt subject to ceiling, but they certainly do on the 
publicly held debt. 

Again, thank you for the opportunity to come and talk to you 
today, and I will be happy to answer any questions. 

[The prepared statement of Mr. Goss follows:] 

Prepared Statement of Stephen C. Goss, Chief Actuary, 

Social Security Administration 

Chairman Ryan, Ranking Member Van Hollen, members of the committee: thank 
you for the opportunity to discuss with you today the fiscal status of these pro- 
grams. The 2011 Annual Reports issued by the Boards of Trustees on May 13 have 
clearly laid out the projected future cost and financing for these programs under 
current law and our best assessment of future economic and demographic condi- 
tions. 

We must consider two fundamental questions in developing any future changes 
for the Social Security and Medicare programs. 

• The first relates to the level of cost for these programs in the national economy. 
This is simply a question of what we want from these programs and how much are 
we willing to pay. “Program sustainability” depends on our addressing both what 
we want and what we are willing to pay — and finding the balance that the Amer- 
ican people desire. 

• The second is whether scheduled financing is sufficient to pay the scheduled 
cost of these programs in the future. This is the “Trust Fund solvency” perspective 
and is the central focus of the annual reporting of the Trustees. The law requires 
that the Trustees report on the actuarial status of the Trust Funds. 

Let me first address Program Sustainability, which may best be considered by 
looking at the cost of these programs expressed as a percentage of Gross Domestic 
Product (GDP). 
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Projected Cost of Social Security and Medicare as Percent of GDP 



In 2008, prior to the effects of the recent economic recession, Social Security ex- 
penditures were 4.3 percent of GDP and Medicare expenditures were 3.2 percent of 
GDP. Social Security expenditures were essentially stable at about 4.3 percent of 
GDP from 1975 through 2008. Medicare expenditures rose from 1 percent of GDP 
in 1975 to 3.2 percent in 2008. The cost of both programs as a percent of GDP rose 
temporarily in 2009 due to the economic recession. 

The fundamental Program Sustainability issue for these programs is illustrated 
by the projected future growth in cost as percent of GDP under the Trustees’ inter- 
mediate assumptions. The cost of providing benefits scheduled in current law is pro- 
jected to rise to about 6 percent of GDP for each of these programs by 2040. Social 
Security cost increases by about one-third and Medicare cost nearly doubles. The 
Congress, on behalf of the American people you represent, will need to decide 
whether (a) we are willing to pay 12 percent of GDP to maintain currently sched- 
uled benefits, or (b) we will accept lower benefits at lower cost. 

WHY IS PROGRAM COST PROJECTED TO SHIFT TO A NEW LEVEL BY 2040? 

The projected shift up in cost by 2040 for both programs is largely due to the 
aging of our population. The “baby boomers” born in 1946 through 1965 will be mov- 
ing from working age to retirement age during this period. However, the reason the 
population as a whole is aging is that birth rates dropped after 1965, leaving rel- 
atively fewer people entering the workforce just as the boomers are retiring. Lower 
birth rates are the cause of this substantial and permanent shift in the cost of So- 
cial Security as a percent of GDP from 2008 to 2040. Lower birth rates are also a 
large part of the cause for the increase in Medicare cost as a percent of GDP over 
the same period. 

The adjusted total fertility rate (TFR) dropped from a long-term historical average 
level of about 3 children per woman surviving to age 10 to just 2 children per 
woman by 1975, and is expected to remain at this lower level. If birth rates had 
remained at around 3 children per woman after 1965, the cost of Social Security 
would not be shifting up in the future. 
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U.S. Total Fertility Rate: With and Without Adjustment for Survival to Age 10 
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This drop in birth rates fundamentally changes the age distribution of our popu- 
lation for the future, meaning more people at age 65 and over compared to the num- 
ber at working age, 20-64. (The ratio of population age 65 and over to that aged 
20-64 is referred to as the aged dependency ratio.) Improving life expectancy has 
a much more gradual effect on this ratio. 


} 


Year 

The changing age distribution of the population directly affects the numbers of 
workers we will have for each beneficiary in the future. 


Aged Dependency Ratios, 2011 Social Security 
Trustees Report 
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The timing of the level shift in the cost of these programs as percent of GDP and 
the timing of the increase in the ratio of aged to working age population is no coinci- 
dence. 

TRUST FUND SOLVENCY 

Solvency requires a positive level of assets in order to pay scheduled benefits. Un- 
like most other Federal programs, the “trust fund” programs have NO borrowing au- 
thority. 



If a trust fund becomes exhausted, expenditures are limited to current revenue. 
For the Social Security OASI and DI Trust Funds this is critical. Should the com- 
bined OASI and DI Trust Funds become exhausted in 2036, only 94ths of scheduled 
benefits will be payable. 
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OASDI Cost, Income, and Expenditures as Percent of Taxable Payroll 



This inability to borrow for the trust funds has forced congressional action in the 
past so that aggregate trust fund assets have always remained positive. 
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OASDI Trust Fund assets that were about 5 percent of GDP in 1957 declined to 
less than 1 percent of GDP by 1983, when the second of two major reforms was en- 
acted to preserve solvency for the trust funds. Trust fund assets for OASI and DI 
have now risen to over 16 percent of GDP but will decline until exhaustion in 2036. 
Congressional action is needed again, before 2036, to maintain solvency for the 
OASDI Trust Funds. 

For years after 2036, we need to either (1) increase OASDI income by one-third, 
(2) reduce scheduled benefit cost by one-fourth, or (3) enact some combination of 
these changes. Enacting changes relatively soon, even if the changes were not imple- 
mented for some years into the future, would provide advance notice for those who 
will be affected, and would remove uncertainty about the solvency of the program 
for the future. The 1983 Social Security Amendments provide a good example. These 
amendments included an increase in the normal retirement age that did not begin 
to be implemented until 17 years after enactment. 


EFFECTS OF SOCIAL SECURITY ON THE FEDERAL BUDGET AND FEDERAL DEBT 

There are two important facts to note about budget accounting for these trust- 
fund programs. 

• First, assets in the trust funds have been borrowed by the rest of the govern- 
ment in lieu of additional borrowing directly from the public. Publicly held debt, cur- 
rently about $10 trillion, is lower than the total Federal debt of about $14 trillion 
solely due to the borrowing from the trust funds. If the trust funds had not run cu- 
mulative surpluses, loaning $4 trillion to the Treasury, then the General Fund 
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would now have $14 trillion in publicly held debt. Social Security financial oper- 
ations and assets thus have no direct effect on either on-budget operations or total 
Federal debt subject to the ceiling. 

• Second, the budget scoring convention that reflects shortfalls in Social Security 
financing after the trust funds are exhausted is inconsistent with the law. Because 
the trust funds have no borrowing authority, financial shortfalls after trust fund ex- 
haustion would not be met. Such shortfalls would not cause either the increase in 
unified budget expenditures or the increase in publicly held debt that are presumed 
under budget scoring convention. 


Social Security Effect on Annual Budget Balance Measures 1957-2085 



Social Security Trust Fund Effect on Federal Debt Measures 1957-2085 
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SOCIAL SECURITY FINANCIAL OPERATIONS IN THE 2011 TRUSTEES REPORT 

Total income for the combined OASI and DI Trust Funds, including interest, is 
projected to exceed program cost until 2023. Thereafter, the combined assets are 
projected to decline and become exhausted in 2036. OASDI net cash flow — excluding 
interest, consistent with a unified budget perspective — turned negative in 2010 due 
to the recent recession and slow recovery. 
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OASDI Annual Balances 201 1TR Intermediate Assumptions: 
Trust Fund (Off-Budget) Perspective: Total Income minus Total Cost 
Unified Budget Perspective: Non-Interest Income minus Cost 



2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 


In the 2010 Trustees Report, a small positive net cash flow was projected for 
OASDI for 2012-14. Net cash flow in the 2011 report is projected at about $20 bil- 
lion lower for each of these years due to slower economic recovery, principally due 
to lower levels of average real earnings for workers. 



While real GDP for 2010 was 0.4 percent below the projection in the 2010 report, 
average real earnings turned out to be 3.1 percent lower than expected. For 2013, 
the 2011 report projects real GDP to be 1.6 percent lower and average real earnings 
to be 1.9 percent lower than in the prior report. 
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For the 2011 report, the Trustees assumed a slightly slower decline in the civilian 
unemployment rate, reaching the assumed ultimate average level of 5.5 percent by 
2018. 




Beyond 2020, OASDI annual balances (non-interest income minus cost as a per- 
cent of taxable payroll) are projected to be slightly lower for the 2011 report reflect- 
ing (1) lower than expected recent death rates for those age 65 and over and (2) 
lower than expected net immigration. Changes in life expectancy and net immigra- 
tion explain most of the increase in the long-range OASDI actuarial deficit from 
1.92 percent of payroll in the 2010 report to 2.22 percent of payroll in the 2011 re- 
port. These changes, along with the slower than expected economic recovery, re- 
sulted in projected trust fund exhaustion for 2036, one year earlier than was pro- 
jected last year for the combined OASDI Trust Funds. The exhaustion date for the 
OASI Trust Fund is projected to be 2 years earlier, in 2038. The projected exhaus- 
tion date for the DI Trust Fund is unchanged at 2018. 
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OASDI Non-Interest Income Minus Cost as Percent of Taxable Payroll 



CONCLUSION 

We are at the beginning of a substantial and permanent shift in the age distribu- 
tion of our population. The drop in birth rates from the long-time average level of 
about 3 children per woman through 1965, to just 2 children per woman since 1975, 
is responsible. By 2040, there will be only 2 workers for every OASDI beneficiary, 
down from 3 workers per beneficiary throughout the period 1975 through 2008. As 
a result, the cost of Social Security will shift from 4.3 percent of GDP in the period 
1975 through 2008 to a stable level of 6 percent of GDP by 2040. Currently sched- 
uled tax revenue will remain at about 4.5 percent of GDP. Program Sustainability 
will therefore require a choice to: 

• Increase revenue by 33 percent after 2035, 

• Reduce benefits by 25 percent after 2035, or 

• Enact some combination of these changes 

In the absence of legislation, the combined OASDI Trust Funds are projected to 
become exhausted in 2036, with only 75 percent of presently scheduled benefits 
being payable thereafter through 2085. Projected trust fund exhaustion is now 1 
year earlier than in the 2010 report largely because of lower recent mortality and 
net immigration, and a slower than expected economic recovery. 

Social Security total income will continue to exceed expenditures, causing the 
trust fund assets to grow, until 2023. Social Security non-interest income is now ex- 
pected to be permanently below program cost starting in 2010, 5 years earlier than 
expected a year ago. Positive net cash flow of less than $10 billion for each year 
2012-2014 projected in the 2010 Trustees Report has been replaced with projected 
negative net cash flow of less than $20 billion for each of these years. While real 
GDP grew 0.4 percent less in 2010 than expected a year ago, the average real earn- 
ings of workers grew by 3.1 percent less. 

Social Security and other trust fund programs are subject to a special constraint 
that does not exist for other Federal programs. The Trust Funds have no borrowing 
authority, so these programs must always maintain a positive cumulative net cash 
flow — a positive asset level. 

If trust fund assets were ever to become exhausted, payable benefits would be lim- 
ited to the continuing revenue of the program. In the case of Social Security, only 
about 75 percent of scheduled benefits would be payable after 2035. Congress has 
always taken action in order to prevent the precipitous drop in benefits that would 
be required at exhaustion of a trust fund. 

Budget scoring convention presumes that Social Security shortfalls after trust 
fund exhaustion would be made up with revenue from the General Fund of the 
Treasury, requiring extensive borrowing from the public. In fact, the law would not 
permit this. If currently scheduled benefits are to be paid after 2035, the Congress 
will need to pass legislation providing more revenue. Graphs of the theoretical 
growth in publicly held debt after trust fund exhaustion based on the presumption 
that full benefits would continue with additional revenue from the General Fund of 
the Treasury may be impressive. However, the reality of a precipitous drop in bene- 
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fits at trust fund exhaustion has actually proven to be a more certain motivation 
for Congressional action. 

The total Federal debt subject to ceiling includes the amounts the Treasury has 
borrowed and owes both directly to the public and indirectly to the public through 
the trust funds. In the absence of the actual asset accumulation by the trust funds, 
the Treasury would simply have needed to borrow that much more directly from the 
public. The total debt subject to ceiling therefore depends entirely on the net past 
cash flows of all of the Federal programs that do not have trust funds. Changes in 
Social Security income and spending do not and will not have a direct effect on the 
total debt subject to ceiling. 

Chairman Ryan, Ranking Member Van Hollen, and members of the committee, 
all in my office look forward to continued work with you and all members of the 
Congress in the development of legislation that will restore long-range sustainable 
solvency for the Social Security Trust Funds. 

Chairman Ryan. Mr. Foster. 

STATEMENT OF RICHARD S. FOSTER 

Mr. Foster. Good morning, Chairman Ryan, Representative Van 
Hollen and distinguished committee members. Thank you all for in- 
viting me to testify today about the financial outlook for the Medi- 
care program. I am accompanied by Clare McFarland sitting be- 
hind me, who is the Deputy Director for Medicare and Med- 
icaid — 

Chairman Ryan. Pull the mic a little closer. 

Mr. Foster. Sure. Clare McFarland, who is the Deputy Director 
for Medicare and Medicaid Cost Estimates in the Office of the Ac- 
tuary. 

Now, as you know, the health care cost growth generally exceeds 
that for the economy at large. This happens because health care 
costs grow in proportion to the number of people who are covered; 
the general inflation in the economy, in addition excess medical- 
specific inflation above and beyond general; as well as increases in 
the volume and the intensity or the average complexity of services 
that are provided. In contrast, the gross domestic product increases 
with the number of workers, with general inflation again, and also 
roughly with productivity gains in the economy. 

Now, over the last 10 or 20 years, per capita health care cost 
growth has run about 1 to 2 percent faster than growth in the per 
capita GDP. As we look at Medicare specifically, over the last 10 
years, the average annual increase in cost for Parts A and B com- 
bined of Medicare has been 7.6 percent, and that is a little less 
than 2 percent of that is due to growth in enrollment; in other 
words, the number of beneficiaries. That is a lot faster than the 
economy grew. 

Over the next 10 years, however, we expect a much slower 
growth rate than we have seen in the last 10 years, in part because 
come January 1st, 2012, under current law we have to reduce pay- 
ments to physicians by almost 30 percent. In addition, there are 
the Affordable Care Act savings provisions, notably the produc- 
tivity adjustments to payment rate updates for most other kinds of 
health care providers, as well as the reductions in the Medicare 
Advantage payment benchmarks. Together these factors result in 
a slower rate of projected growth for combined A and B costs to 
about 5.3 percent on average over the next 10 years, and 3 percent- 
age points of that is just in growth and enrollment as the baby 
boom retires. 
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In the longer range under current law, we now have Medicare 
costs in total that represent about 3.6 percent of GDP, and that is 
projected under current law to be about 6.2 percent at the end of 
the trustees’ long-range 75-year projection period. Now, that is far 
lower than the level that was projected prior to the Affordable Care 
Act. On the other hand, it is still a 70 percent relative increase 
compared to today. 

So if the current law payment provisions for Medicare are sus- 
tainable in the long run, then we are looking at a substantial im- 
provement in the financial outlook for Medicare. But there is a lot 
of evidence that suggests some of these payment provisions will not 
be sustainable in the long range. 

For example, Congress has overridden the physician payment re- 
ductions required in every year, in 2003 through 2011. And I will 
guess that you will be likely to continue doing that for some time 
to come. 

Also, as I testified before your committee in January, the produc- 
tivity adjustments under the Affordable Care Act could well lead 
to a situation where Medicare payment rates are just inadequate 
so that they may not be viable in the long range. If, in fact, these 
features do not prove to be viable, then the actual cost for Medicare 
will be much higher than projected under current law. 

We have an alternative to current law, an illustrative alternative 
that the Board of Trustees asked to us to prepare to illustrate the 
extent to which costs could be understated under current law. 
Under this illustrative alternative, costs are projected in the long 
run to grow from their current level of about 3.6 percent of GDP 
to 10.7 percent by the end of the period, so that is about three 
times the current level. 

So, in conclusion, the current-law Medicare projections do serve 
as a valuable indicator of the potential improvement in the finan- 
cial outlook that could be achieved if the growth rates in health 
care costs can be slowed down as current law attempts to do. More- 
over, the Affordable Care Act puts in place a very aggressive pro- 
gram of research and development to help find innovations in the 
delivery of health care and how we pay for health care through 
bundling of payments, through more integrated care, all with the 
goal of improving the quality of care and the cost-effectiveness of 
care. This is a great opportunity to design and test and implement 
meaningful, long-lasting reforms. They offer the potential for lower 
cost levels, without question, and some potential for lower growth 
rates. Now, until these are tested, however, we can’t really have a 
good sense for what will actually happen, but research is a good 
idea. 

I hope this information has been helpful to you all, and I look 
forward to continuing to work with all of you as you struggle with 
the financial challenges for beneficiaries and the budget from the 
Medicare program. Thank you. 

Chairman Ryan. Thank you. 

[The prepared statement of Mr. Foster follows:] 

Prepared Statement of Richard S. Foster, F.S.A., Chief Actuary, 
Centers for Medicare & Medicaid Services 

Chairman Ryan, Representative Van Hollen, distinguished Committee members, 
thank you for inviting me to testify today about the financial outlook for the Medi- 
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care program as shown in the 2011 annual report of the Medicare Board of Trust- 
ees. I welcome the opportunity to assist you in your efforts to ensure the future fi- 
nancial viability of the nation’s second largest social insurance program — one that 
is a critical factor in the income security of our aged and disabled populations. 

I would like to begin by saying a little about the role of the Office of the Actuary 
at the Centers for Medicare & Medicaid Services. We have the responsibility to pro- 
vide actuarial, economic, and other technical assistance to policy makers in the Ad- 
ministration and Congress on an independent, objective, and nonpartisan basis. Our 
highest priority is to help ensure that policy makers have the most reliable technical 
information possible as they work to sustain and improve Medicare, Medicaid, and 
health care in the U.S. overall. The Office of the Actuary has performed this role 
on behalf of Congress and the Administration since the enactment of these pro- 
grams over 45 years ago. 

I am appearing before your Committee today in my role as an independent tech- 
nical advisor to Congress. My factual statements, estimates, and other information 
provided in this testimony are drawn from the 2011 Medicare Trustees Report; any 
opinions offered are my own and do not represent an official position of the Depart- 
ment of Health & Human Services or the Administration. 

The financial outlook for the Medicare program, as shown in the new Trustees 
Report, continues to raise serious concerns, in both the short range and the long 
range. Although the actuarial projections are much more favorable than those in the 
2009 and earlier reports, as a result of the Patient Protection and Affordable Care 
Act, as amended by the Health Care and Education Reconciliation Act of 2010, a 
significant financial imbalance still remains for the Hospital Insurance (Part A) 
trust fund. In addition, key elements of current law are probably not sustainable — 
specifically, the “sustainable growth rate” formula for setting physician payment up- 
dates and the downward adjustments to payment rate updates for most other cat- 
egories of health providers, based on economy-wide productivity growth. Should 
Congress find it necessary to override these factors in the future, as it has for 2003 
through 2011 in the case of the physician payment rates, then actual Medicare costs 
would be substantially greater than projected in the Trustees Report under current 
law. 

The purpose of the annual Trustees Report is first and foremost to evaluate the 
financial status of the Medicare trust funds, which must be done separately for each 
trust fund account since there is no provision for sharing financing or assets among 
these accounts. I recognize, however, that the Budget Committee’s interest is pri- 
marily the overall cost of Medicare. I will first summarize the Trustees’ findings for 
the separate accounts and subsequently address the overall cost of Medicare. 

The Hospital Insurance (HI) trust fund once again does not meet the Trustees’ 
formal test for short-range financial adequacy. The exhaustion of the HI trust fund 
is projected to occur in 2024, 5 years earlier than was projected in last year’s Trust- 
ees Report, reflecting lower projected payroll tax income as a result of the 2008-2009 
economic recession and higher levels of real (inflation-adjusted) expenditures. Dur- 
ing 2008 through 2010, HI income fell short of program expenditures by a total of 
§54 billion, and these shortfalls are expected to continue in all future years under 
current law. Over the Trustees’ long-range 75-year projection period, HI expendi- 
tures exceed scheduled tax revenues by an average of 0.79 percent of taxable pay- 
roll, primarily as a result of the retirement of the post-World War II “baby boom” 
generation. As described in more detail below, this actuarial deficit would be sub- 
stantially larger if the productivity adjustments in current law could not be sus- 
tained. 

There are two separate accounts within the Supplementary Medical Insurance 
(SMI) trust fund — one for Part B, which covers physician, outpatient hospital, and 
other ambulatory care, and one for Part D, which provides subsidized access to pre- 
scription drug coverage. Because of the annual redetermination of financing for both 
Parts B and D, each account will remain in financial balance indefinitely under cur- 
rent law. Expenditures from these trust fund accounts, however, are projected to 
generally continue increasing at a faster rate than the national economy and bene- 
ficiaries’ incomes, raising concerns about the long-range affordability of scheduled 
financing. 

In 2010, total Medicare expenditures were $523 billion or about 3.6 percent of 
gross domestic product (GDP). Under current law and based on the Trustees’ inter- 
mediate set of economic and demographic assumptions, costs in 2020 would be $932 
billion or 4.0 percent of GDP. Total Medicare expenditures would continue to in- 
crease somewhat faster than GDP in the long range, reaching 6.2 percent at the end 
of the 75-year projection period. If the scheduled reductions in physician payment 
rates were not implemented and if the productivity adjustments to payment updates 
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for most other provider categories were gradually phased out after the first 10 
years, then Medicare costs would represent 10.7 percent of GDP in 2085. 

BACKGROUND 

Over 47 million people were eligible for Medicare benefits in 2010. HI, or Part 
A of Medicare, provides partial protection against the costs of inpatient hospital 
services, skilled nursing care, post-institutional home health care, and hospice care. 
Part B of SMI covers most physician services, outpatient hospital care, home health 
care not covered by HI, and a variety of other medical services such as diagnostic 
tests, durable medical equipment, and so forth. SMI Part D provides subsidized ac- 
cess to prescription drug insurance coverage as well as additional drug premium 
and cost-sharing subsidies for low-income enrollees. A Part D subsidy is also pay- 
able to employers who provide qualifying drug coverage to their Medicare-eligible 
retirees. 

Only about 22 percent of Part A enrollees receive some reimbursable covered serv- 
ices in a given year, since hospital stays and related care tend to be infrequent 
events even for the aged and disabled. In contrast, the vast majority of enrollees 
incur reimbursable Part B costs because the covered services are more routine and 
the annual deductible was only $155 in 2010. Similarly, a large proportion of Part 
D enrollees have reimbursable prescription drug costs, given the common occurrence 
of prescriptions, the preponderance of zero-deductible plans, and the significant pro- 
portion of low-income enrollees, for whom the deductible does not apply. 

The HI and SMI components of Medicare are financed on totally different bases. 
HI costs are met primarily through a portion of the FICA and SECA payroll taxes. 1 
Of the total FICA tax rate of 7.65 percent of covered earnings, payable by employees 
and employers, each, HI receives 1.45 percent. Self-employed workers pay the com- 
bined total of 2.90 percent. Following the Omnibus Budget Reconciliation Act of 
1993, HI taxes are paid on total earnings in covered employment, without limit. The 
Affordable Care Act introduced an additional 0.9-percent HI payroll tax on individ- 
uals and couples with earnings above $200,000 or $250,000, respectively, starting 
in 2013. Other HI income includes a portion of the income taxes levied on Social 
Security benefits, interest income on invested assets, and other minor sources. 

SMI enrollees pay monthly premiums: $115.40 for the standard Part B premium 
in 2011 (although, under a “hold harmless” provision, most enrollees pay the same 
$96.40 premium that was effective in 2008) and an average premium level of about 
$30 for Part D standard coverage in 2011. For Part B, the standard monthly pre- 
mium is designed to cover about 25 percent of program costs, with the balance paid 
by general revenue of the Federal government and a small amount of interest in- 
come. Starting this year, the Affordable Care Act requires fees on manufacturers 
and importers of brand-name prescription drugs, and these fees are allocated to the 
Part B trust fund account, reducing the need for premium and general revenue fi- 
nancing. Beginning in 2007, there is a higher “income-related” Part B premium for 
those individuals and couples whose modified adjusted gross incomes exceed speci- 
fied thresholds. Beneficiaries exceeding the specified income thresholds pay pre- 
miums covering 35, 50, 65, or 80 percent of the average program cost for aged bene- 
ficiaries, depending on their income level, compared to the standard premium cov- 
ering 25 percent. The resulting premiums in 2011 range from $161.50 to $369.10 
per month. Part D costs are met through monthly premiums, which are designed 
to cover 25.5 percent of the cost of the basic benefit for an individual, with the bal- 
ance paid by Federal general revenues and certain State transfer payments. The Af- 
fordable Care Act introduced income-related additional Part D premiums, ranging 
from $12.00 to $69.10 per month in 2011, which are paid by high-income enrollees 
in addition to their regular plan premiums. 

The Part A tax rate is specified in the Social Security Act and is not scheduled 
to change at any time in the future under present law. Thus, program financing 
cannot be modified to match variations in program costs except through new legisla- 
tion. In contrast, the premiums and general revenue financing for both Parts B and 
D of SMI are reestablished each year to match estimated program costs for the fol- 
lowing year. As a result, SMI income automatically matches expenditures without 
the need for legislative adjustments. 

Each component of Medicare has its own trust fund, with financial oversight pro- 
vided by the Board of Trustees. My discussion of Medicare’s financial status is based 
on the actuarial projections contained in the Board’s 2011 report to Congress. Such 
projections are made for current law under three alternative sets of economic and 
demographic assumptions, to illustrate the uncertainty and possible range of vari- 


1 Federal Insurance Contributions Act and Self-Employment Contributions Act, respectively. 
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ation of future costs, and cover both a “short-range” period (the next 10 years) and 
a “long-range” period (the next 75 years). The projections shown in this testimony 
are based on the Trustees’ “intermediate” set of assumptions. The projections are 
not intended as firm predictions of future costs, since this is clearly impossible; rath- 
er, they illustrate how the Medicare program would operate under a range of condi- 
tions that can reasonably be expected to occur. 

As the Trustees and I have cautioned, it is important to note that the actual fu- 
ture costs for Medicare are likely to exceed those shown by the current-law projec- 
tions. Congress is almost certain to override the approximately 30-percent reduction 
in Medicare payment rates to physicians that is scheduled to take place in 2012. 
In addition, it is doubtful that other providers will be able to improve their effi- 
ciency and productivity sufficiently to match the downward adjustments to Medicare 
payment updates based on economy-wide productivity. Since the provision of health 
services tends to be labor-intensive and is often customized to match individuals’ 
specific needs, most categories of health providers have not been able to improve 
their productivity to the same extent as the economy at large. Over time, the pro- 
ductivity adjustments mean that the prices paid for health services by Medicare will 
grow about 1.1 percent per year more slowly than the increase in prices that pro- 
viders must pay to purchase the goods and services they use to furnish health care 
to beneficiaries. Unless providers could reduce their cost per service correspond- 
ingly, through productivity improvements or other steps, they would eventually be- 
come unwilling or unable to treat Medicare beneficiaries. In this event, Congress 
would likely override the adjustments, much as they have done to prevent the re- 
ductions in physician payment rates otherwise required by the sustainable growth 
rate formula in current law. 

It is possible that providers can improve their productivity, reduce wasteful ex- 
penditures, and take other steps to keep their cost growth within the bounds im- 
posed by the Medicare price limitations. The implementation of payment and deliv- 
ery system reforms, facilitated by the aggressive research and development program 
implemented by the Affordable Care Act, could help constrain cost growth to a level 
consistent with the lower Medicare payments. These outcomes are far from certain, 
however. As specific reforms have not yet been designed, tested, or evaluated, their 
ability to reduce costs cannot be estimated at this time, and thus no specific savings 
have been reflected in the Trustees Report projections for the initiative. 

To help illustrate the degree to which the current-law projections potentially un- 
derstate actual future costs, the Board of Trustees asked the Office of the Actuary 
to prepare short- and long-range projections under an illustrative alternative to cur- 
rent law that assumes (i) all future physician payment updates are based on the 
increase in the Medicare Economic Index, and (ii) the productivity adjustments for 
most other categories of providers are gradually phased out during 2020-2035. 2 My 
testimony includes the key results of these alternative projections. 

FINANCIAL OUTLOOK FOR HOSPITAL INSURANCE (PART A) 

Chart 1 shows HI expenditures versus income since 1990 and projections through 
2020. For most of the program’s history, income and expenditures have been very 
close together, illustrating the pay-as-you-go nature of HI financing. The taxes col- 
lected each year have been roughly sufficient to cover that year’s costs. Surplus rev- 
enues are invested in special Treasury securities — in effect, lending the cash to the 
rest of the Federal government, to be repaid with interest at a specified future date 
or when needed to meet expenditures. 

During 1990-1997, HI costs increased at a faster rate than HI income. Expendi- 
tures exceeded income by a total of $17.2 billion in 1995-1997. The Medicare provi- 
sions in the Balanced Budget Act of 1997 were designed to help address this situa- 
tion. As indicated in chart 1, these changes — together with subsequent low general 
and medical inflation and increased efforts to address fraud and abuse in the Medi- 
care program — resulted in a decline in HI expenditures during 1998-2000 and trust 
fund surpluses totaling $61.8 billion over this period. (Part of this decrease was at- 
tributable to the shift of a substantial portion of home health care costs to Part B, 
which improved the financial status of the HI trust fund but did not reduce Medi- 
care costs overall.) After 2000, Part A expenditures and income converged slightly, 
as the Balanced Budget Refinement Act and the Benefit Improvement and Protec- 
tion Act increased HI expenditures and the 2001 economic recession resulted in 
lower payroll tax income. 


2 The illustrative alternative projections are available at http:llwww.cms.govl 
ReportsTrustFunds I Downloads 1201 1 TRAltemativeScenario.pdf 
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Chart 1 — HI expenditures and income 

(in billions) 



Calendar year 

Starting in 2004, the Medicare Modernization Act increased Part A expenditures 
through higher payments to rural hospitals and to private Medicare Advantage 
health plans. Costs continued to increase in 2008, reflecting a correction to an ac- 
counting system that had inadvertently resulted in the payment of some hospice 
benefits from Part B, rather than Part A, along with the increasing popularity of 
Medicare Advantage plans. The year 2008 also saw the start of a significant decline 
in payroll tax revenues, caused by higher unemployment and slow wage growth as- 
sociated with the economic recession that began in late 2007. 

HI expenditures are projected to increase at a much lower rate than usual during 
2012-2020, due to the combined effects of continuing slow general inflation, the 
slower provider payment rate updates caused by the productivity adjustments, and 
a substantial downward adjustment in Medicare Advantage payment benchmarks 
and rebate percentages. Collectively, these factors contribute to a projected average 
annual cost growth rate of 4.9 percent through 2020, despite the advent of the baby 
boom generation reaching age 65 and qualifying for HI benefits during this period. 
About 3 percentage points of this increase are due to growth in the number of HI 
beneficiaries. For comparison, the average annual growth rate over the last 10 years 
was 6.6 percent, with enrollment growth contributing less than 2 percentage points 
to this average. Put another way, the per-beneficiary growth rate for the next 10 
years is expected to be less than half of the rate over the last 10 years, principally 
as a result of the savings provisions in the Affordable Care Act. 

At the same time, growth in HI revenues is projected to accelerate, in part as a 
result of an assumed economic recovery from the 2008-2009 recession (and subse- 
quent weak economic growth) and in part because of the additional 0.9-percent pay- 
roll tax on high earners. Together, the slower expenditure growth and faster in- 
crease in HI tax revenues would significantly narrow the annual trust fund deficit 
over most of the short-range projection period. 3 

The Board of Trustees has recommended maintaining HI assets equal to at least 
one year’s expenditures as a contingency reserve. As indicated in chart 2, HI assets 
at the beginning of 2011 represented 103 percent of estimated expenditures for the 
year, down significantly from the 150-percent level maintained in 2002-2007. Assets 
are projected to continue to decline steadily as a percentage of annual expenditures 
and to be exhausted in 2024. Redemption of trust fund assets, for use in covering 
annual deficits, requires a transfer of cash amounts from the general fund of the 
Treasury to the trust fund, thereby increasing the overall Federal Budget deficit. 


3 Health care costs, including those for Medicare, increase in proportion to the number of 
beneficiaries, the increase in the average price per service, the number of services performed 
(“utilization”), and the average complexity of services (“intensity”). In contrast, HI payroll tax 
revenues increase as a function of the number of workers and the increase in average earnings, 
together with any changes in tax rates. 
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Note also that while ongoing receipts from payroll taxes and income taxes on Social 
Security benefits would be sufficient to cover roughly 85 to 90 percent of HI expend- 
itures after 2024, it is not clear that many health providers would be willing or able 
to continue furnishing services to beneficiaries under such circumstances. In any 
case, Congress has never allowed the HI trust fund to become exhausted. 


Chart 2 — HI trust fund assets 

(assets at beginning of year as percentage of annual expenditures) 



Beginning of January 

As noted, the projected exhaustion date for the HI trust fund is 5 years earlier 
than was shown in last year’s report (2024 versus 2029). In the absence of the sav- 
ings provisions of the Affordable Care Act, exhaustion would occur in 2016, or 8 
years earlier. The projections under the illustrative alternative to current law, 
which assumes that the productivity adjustments are gradually phased out starting 
in 2020, are nearly identical to those shown in charts 1 and 2. 

The interpretation of dollar amounts through time is very difficult over extremely 
long periods like the 75-year projection used in the Trustees Report. For this reason, 
long-range tax income and expenditures are expressed as a percentage of the total 
amount of wages and self-employment income subject to the HI payroll tax (referred 
to as “taxable payroll”). The results are termed the “income rate” and “cost rate,” 
respectively. Projected long-range income and cost rates are shown in chart 3 for 
the HI program. Cost rates are shown for both current law and the illustrative al- 
ternative to current law. (The income rates are the same under both scenarios.) 
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Chart 3 — Long-range HI income and costs under intermediate assumptions 

(as percentage of taxable payroll) 



Calendar year 

Past income rates have generally followed program costs closely, rising in a step- 
wise fashion as the payroll tax rates were adjusted by Congress. Although the HI 
payroll tax rates are fixed in law (at the standard total rate of 2.9 percent, plus the 
additional 0.9 percent for high earners), total income rates will increase because the 
income thresholds for taxes on Social Security benefits and for the 0.9-percent addi- 
tional rate are not indexed. Over time, a growing proportion of Social Security bene- 
ficiaries have become subject to income taxes on their OASDI benefits. Similarly, 
an increasing proportion of workers in the future will have earnings above the 
$200,000/$250,000 thresholds established by the Affordable Care Act. By 2085, for 
example, an estimated 80 percent of workers would be subject to the additional 0.9- 
percent HI payroll tax. 

Past HI cost rates have generally increased over time but have periodically de- 
clined abruptly as the result of legislation to expand HI coverage to additional cat- 
egories of workers, raise (or eliminate) the maximum taxable wage base, introduce 
new payment systems such as the inpatient prospective payment system, and make 
other changes. Cost rates decreased significantly in 1998-2000 as a result of the Bal- 
anced Budget Act provisions together with strong economic growth. After 2000, how- 
ever, cost rates increased, partly because of the Balanced Budget Refinement Act 
and the Benefit Improvement and Protection Act and especially in 2008-2010 as the 
recent economic recession and weak recovery reduced the level of taxable payroll. 

Cost rates are initially projected to decline as the economy recovers and unem- 
ployment returns to more normal levels. Under current law, costs will increase as 
the baby boom generation becomes eligible for HI benefits in 2011-2030 but are pro- 
jected to largely level off — and even decline somewhat — thereafter. This pattern re- 
sults from the accumulating effect of the productivity offsets and other payment rate 
adjustments for Part A providers. For comparison, cost rates under the illustrative 
alternative projections increase rapidly throughout the long-range period, reaching 
9.4 percent of taxable payroll in 2085, compared to only 4.9 percent under current 
law. Thus, depending on the long-range feasibility of the slower payment updates, 
scheduled tax revenues would be sufficient to cover about nine-tenths of HI expendi- 
tures (current law) or less than one-half (illustrative alternative). 

This critical impact can be further assessed by comparing the relative level of HI 
payment rates to the corresponding prices paid by the Medicaid program and pri- 
vate health insurance plans. Chart 4 shows such a comparison for inpatient hospital 
services. 
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Chart 4 — Illustrative comparison of relative Medicare, Medicaid, and PHI prices 
for inpatient hospital services under current law 



Calendar Year 

Medicare payment rates for inpatient hospital care in 2009 were about 67 percent, 
and Medicaid payment rates were about 66 percent, of those paid by private health 
insurance for their commercial plans. Under current law, Medicare and Medicaid 
payment rates are estimated to be approximately equal in 2011, and both are ex- 
pected to decline in tandem relative to private health insurance payment rates over 
the next 75 years. The increasing differential between Medicare and private pay- 
ment rates is due to the productivity adjustments in 2012 and later for the Medicare 
payment updates (and, to a lesser degree, to the other, smaller downward adjust- 
ments in 2010-2019 specified by the Affordable Care Act in addition to the produc- 
tivity adjustments). 4 By the end of the long-range projection period, Medicare and 
Medicaid payment rates for inpatient hospital services would both represent roughly 
33 percent of the average level for private health insurance. Medicare rates would 
be about one-half of the current relative level for Medicaid. 

Per-beneficiary HI costs are normally expected to increase faster than per-worker 
tax revenues due to health care price inflation and increases in the utilization and 
intensity of services. Collectively, these factors generally exceed the growth in aver- 
age earnings per worker, on which HI taxes are based. If the current-law produc- 
tivity adjustments can be sustained, however, then per-beneficiary costs would like- 
ly increase more slowly than per-worker taxes. 

Important demographic factors also contribute to the differential between HI in- 
come and expenditure growth rates. The effect of the baby boom generation on 
Medicare and Social Security is relatively well known, having been discussed by ac- 
tuaries and others for almost 40 years. Basically, by 2030 when the baby boom co- 
horts have enrolled in Medicare, there will be about 65 percent more HI bene- 
ficiaries than there are today, but the number of covered workers will have in- 
creased by only about 15 percent. When the HI program began, there were 4.5 work- 
ers in covered employment for every HI beneficiary. As shown in chart 5, this ratio 
was about 3.4 workers per beneficiary in 2010. When the baby boom joins Medicare, 
the number of beneficiaries will increase more rapidly than the labor force, resulting 
in a decline in this ratio to about 2.3 in 2030 and 2.0 by 2085 under the inter- 
mediate projections. Other things being equal, there would be a corresponding in- 
crease in HI costs as a percentage of taxable payroll. 


4 For inpatient hospital services and some other categories of care, Medicaid payments are 
subject to certain upper payment limits (UPLs). For these services, total payments for all serv- 
ices in each category by a State Medicaid program cannot exceed what Medicare would have 
paid for the same care. The smaller UPL established by the Medicare rates forces a similar dif- 
ferential for Medicaid payments. 
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Chart 5 — Workers per HI beneficiary 



Calendar Year 

There are other demographic effects beyond those attributable to the varying 
number of births in past years. In particular, life expectancy has improved substan- 
tially in the U.S. and is projected to continue doing so. The average remaining life 
expectancy for 65-year-olds increased from 12.4 years in 1935 to 19 years currently, 
with an estimated further increase to about 23 years at the end of the long-range 
projection period. Medicare costs are sensitive to the age distribution of bene- 
ficiaries. Older persons incur substantially larger costs for medical care, on average, 
than do younger persons. Thus, as the beneficiaries age, over time they will move 
into higher-utilization age groups, thereby adding to the financial pressures on the 
Medicare program. 

FINANCIAL OUTLOOK FOR SUPPLEMENTARY MEDICAL INSURANCE PART B 

Chart 6 presents estimates of the short-range outlook for the SMI Part B trust 
fund account. As noted previously, Part B premiums and general revenue income 
are reestablished annually to match expected program costs for the following year. 
Thus, barring exceptional circumstances, the program will automatically be in fi- 
nancial balance, regardless of future program cost trends. 5 

Historically, Part B expenditures have increased at a rapid pace in most years. 
The average annual growth rate over the last 10 years was 8.9 percent, for example, 
despite the modest increases in physician payment rates during this period. 6 (About 
1.6 percentage points of this increase were attributable to growth in the number of 
enrollees.) In contrast, Part B expenditures are projected under current law to in- 
crease by 5.9 percent per year, on average, over the next 10 years. As noted in the 
Trustees Report, this projection is unrealistic in view of the very high probability 
that Congress will override the roughly 30-percent reduction in physician payment 
rates that is required on January 1, 2012 under the current SGR formula. 


5 The periodic odd patterns in projected revenues occur when the normal January 3rd pay- 
ment date for Social Security benefits falls on a Saturday, Sunday, or holiday. In such cases, 
payment is advanced to the next earlier business day — which is generally December 31st of the 
prior year. This situation affected calendar-year Part B receipts in 2009-2010 and will do so 
again in 2015-2016. 

6 The increase in 2010, at 3.5 percent, was a notable exception to this trend. The reasons for 
this abrupt deceleration in Part B costs, which occurred across most types of services, are still 
being assessed. 
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Chart 6 — SMI Part B expenditures and income 

(in billions) 



Chart 6 also shows projected expenditures under the illustrative alternative to 
current law, which would base physician payment updates on the Medicare Eco- 
nomic Index; the average annual growth rate in this scenario is 7.8 percent. (Both 
the current-law and illustrative alternative projections are affected by the produc- 
tivity adjustments for other Part B providers and by the lower Medicare Advantage 
payment rates that are being phased in during 2012-2017.) As noted for HI, the re- 
tirement of the baby boom generation will increase the number of Part B enrollees 
by about 3 percent per year. Projected Part B income under the illustrative alter- 
native scenario is very similar to the current-law levels shown below. 

In past years, Part B income from premiums and general revenues has closely 
matched expenditures year by year, as would be expected given the annual financ- 
ing basis for this part of Medicare. The projected future operations, however, show 
a sizable excess of income over current-law expenditures. In view of the near-cer- 
tainty that Congress will act to prevent the 2012 reduction in physician expendi- 
tures, and will probably do so after financing is set for 2012, it is necessary to main- 
tain a much higher contingency reserve than normal. In practice, if Congress con- 
tinues to override the SGR formula, then actual Part B expenditures will more 
closely resemble the illustrative alternative projection, and the income-outgo rela- 
tionship will be similar to that in past years. 

Chart 7 compares projected future Medicare and Medicaid payment rates for phy- 
sician services relative to private health insurance levels. Medicare payment levels 
in 2009 were about 80 percent of private health insurance payment rates, and Med- 
icaid payment rates in 2008 were about 58 percent. In this illustration, Medicaid 
payment rates increase to 73 percent of private health insurance levels in 2013 and 
to 77 percent in 2014 and then return to 58 percent. Medicare physician payment 
rates decline to 57 percent of private health insurance payment rates in 2012, due 
to the scheduled reduction in the Medicare physician fee schedule of nearly 30 per- 
cent under the SGR formula in current law. (As noted, Congress is very likely to 
override this reduction, as it has consistently for 2003 through 2011.) Under current 
law, the Medicare rates would eventually fall to 27 percent of private health insur- 
ance levels by 2085 and to less than half of the projected Medicaid rates. The con- 
tinuing slower growth would occur as a result of negative update adjustment factors 
caused by growth in the volume and intensity of physician services that exceeds the 
increase factor specified by the SGR formula. 
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Chart 7 — Uustrative comparison of relative Medicare, Medicaid, and PHI prices 
for physician services under current law 



Calendar year 

Although not shown, the relationship between Medicare, Medicaid, and private 
health insurance payment rates for outpatient hospital and most other non-physi- 
cian Part B care would be similar to that shown in chart 4 for inpatient hospital 
services. 

Chart 8 shows projected long-range SMI Part B expenditures and premium in- 
come as a percentage of GDP. Under present law, Part B beneficiary premiums will 
continue to cover about 25 percent of total Part B costs, with most of the balance 
drawn from general revenues. (Fees on manufacturers and importers of brand-name 
prescription drugs will provide up to $2.8 billion annually in 2019 and later, with 
varying amounts in 2011-2018. Over time, the fixed amount of Part B revenues from 
these fees will represent a declining share of GDP.) 

Chart 8 — Part B expenditures and premiums as a percentage of GDP 
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Under current law, SMI expenditures are projected to increase faster than the 
GDP as the baby boom generation becomes eligible for and enrolls in Part B. After 
2030, however, costs as a percentage of GDP would be relatively level as a result 
of the statutory limits on physician payments and the compounding effects of the 
productivity adjustments for most other categories of Part B providers. As discussed 
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previously, the physician payment reductions are very unlikely to occur in practice, 
and there is considerable doubt about the long-range viability of the productivity ad- 
justments. Under the illustrative alternative projection, Part B costs would continue 
increasing rapidly, reaching 4.9 percent of GDP in 2085 or a little over twice the 
level projected under current law. 


FINANCIAL OUTLOOK FOR SUPPLEMENTARY MEDICAL INSURANCE PART D 

Medicare beneficiaries obtain Part D drug coverage by voluntarily purchasing in- 
surance policies from stand-alone prescription drug plans or through Medicare Ad- 
vantage health plans. The costs of these plans are heavily subsidized by Medicare 
through a combination of direct premium subsidies and reinsurance payments. 
Medicare provides further support on behalf of low-income beneficiaries and a spe- 
cial subsidy to employers who provide qualifying drug coverage to their Medicare- 
eligible retirees. The financial risk associated with the insurance for prescription 
drug costs is shared between each plan and Medicare. Medicare’s cost for the var- 
ious drug subsidies is financed primarily from general revenues. A declining portion 
of the costs for those beneficiaries who also qualify for full Medicaid benefits is fi- 
nanced through special payments from State governments. 

Chart 9 presents actual Part D costs in 2004-2010 and estimates through 2020. 7 
Part D income and outgo have been, and will continue to be, in virtually exact bal- 
ance automatically due to (i) annual adjustments of premium and general revenue 
income to match costs, and (ii) a flexible appropriation process under which general 
revenues are transferred to the trust fund account on a daily basis as needed to 
cover that day’s outlays. As a result of this latter feature, there is no need to main- 
tain a contingency reserve in the Part D account. 8 Because payments to Part D 
plans are established based on a competitive-bidding system, the program is not af- 
fected by the productivity adjustments; accordingly, projected costs for Part D are 
the same under both current law and the illustrative alternative. 


Chart 9 — SMI Part D expenditures and income 

(in billions) 



Calendar year 

Over its short history to date (2006-2010), Part D expenditures have increased at 
an average annual rate of 6.9 percent (in part due to enrollment growth of 3.1 per- 
cent). A somewhat faster increase is projected over the next 10 years (9.7 percent, 
including enrollment growth of 3.0 percent), based principally on an expectation 
that the conversion from brand-name to generic prescription drugs cannot continue 
its very rapid pace for many more years. This change has contributed substantially 
to slower drug expenditure growth, for both Part D and other drug spending, but 
a sizable majority of Part D prescriptions is already filled by generic drugs. 


7 Part D financial operations in 2004 and 2005 related only to the prescription drug discount 
card and low-income transitional assistance. The full Medicare prescription drug coverage be- 
came available in 2006. 

8 Individual Part D plans maintain contingency reserves in case actual costs during the year 
exceed their expectations. 




29 


Actual Part D expenditure projections have been substantially lower to date than 
the original projections from 2003. This improvement has arisen primarily from 
three factors: First, starting in 2004, growth in total prescription drug expenditures 
in the U.S. slowed abruptly from what had been a decade and a half of double-digit 
increases to only a few percent per year. As noted, most of the slower growth in 
drug costs is believed to be attributable to the rapid expansion of tiered copayment 
arrangements in private health insurance plans, which provide a strong incentive 
for enrollees to switch to generic drugs. Part D plans also adopted these copayment 
arrangements, and the generic percentage for Part D is currently about 75 percent. 
This factor explains 54 percent of our overestimate of Part D costs. (The original 
estimates were made before this change in trend occurred.) 

Next, in our original estimates, we expected strong competition among Part D 
plans, but we assumed it would take a few years for the competition to build up 
and reach its full level. In practice, the competition was strong from the very begin- 
ning, with negotiated retail discounts and manufacturer rebates achieving the best 
levels prevailing at that time almost immediately, rather than after a few years. 
This difference explains another 27 percent of the overestimate. 

Third, in 2003 we anticipated that almost all Part D enrollees would enroll for 
coverage by January 1, 2006 so that they would have the insurance for the full year. 
Over a third of people did not sign up until well into the year, however, in part be- 
cause of the extended first open enrollment period (which did not close until May 
15). This factor had a relatively small impact on the overestimate since those bene- 
ficiaries who enrolled promptly in Part D tended to have higher-than-average drug 
expenditures. In addition, significantly more eligible individuals had credible cov- 
erage from other sources like the Veterans Administration or Indian Health Service 
than initially anticipated, based on the data available in 2003. Together, these en- 
rollment factors explain 17 percent of the overestimate. 

Finally, all other factors combined explain the last 2 percent of the difference be- 
tween our original 2003 estimates for Part D and the subsequent actual experience. 

Chart 10 shows projected long-range Part D expenditures and premium income 
as a percentage of GDP. As indicated, expenditures currently represent about 0.4 
percent of GDP and are projected under the Trustees’ intermediate set of economic 
and demographic assumptions to increase to 1.7 percent by the end of the long- 
range period. This increase reflects additional enrollees, as the baby boom genera- 
tion reaches eligibility age, together with continuing growth in the prices, utiliza- 
tion, and intensity of prescription drugs. 


Chart 10 — Part D expenditures and premiums as a percentage of GDP 



Part D beneficiary premiums are designed to cover 25.5 percent of the basic Part 
D benefit, on average. Because many enrollees qualify for the Part D low-income 
subsidy and do not have to pay full (or any) premiums, and because the low-income 
subsidy and retiree drug subsidy costs are not financed through premiums, total 
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premium revenues currently represent about 11 percent of total Part D costs. The 
balance is paid by general revenues (79 percent) and State transfers (10 percent). 9 

Although the Part B and Part D accounts are automatically in financial balance, 
the rapid growth in combined SMI expenditures places an increasing burden on 
beneficiaries and the Federal budget. In 2010, for example, a representative bene- 
ficiary’s Part B and Part D premiums required an estimated 13 percent of his or 
her Social Security benefit, and another 13 percent would be needed to cover aver- 
age deductible and coinsurance expenditures for the year. In 2085, about 20 percent 
of a typical Social Security benefit would be needed to pay the Part B and Part D 
premiums, and about 26 percent would be required for copayment costs. Similarly, 
Part B and Part D general revenues in fiscal year 2010 equaled about 19 percent 
of the personal and corporate Federal income taxes that were collected in that year. 
If such taxes are set at their long-term, past average level, relative to the national 
economy, then projected Part B and Part D general revenue financing in 2080 would 
represent over 26 percent of total income taxes. Both the beneficiary and Federal 
burdens would be substantially greater in the future if the physician payment re- 
ductions were overridden and/or the productivity adjustments were phased out. 

COMBINED HI AND SMI EXPENDITURES 

The financial status of the Medicare program is appropriately evaluated for each 
trust fund account separately, as summarized in the preceding sections. By law, 
each account is a distinct financial entity, and the nature and sources of financing 
are very different between the trust funds. This distinction, however, frequently 
causes greater attention to be paid to the HI trust fund — and especially its projected 
year of asset depletion — and less to SMI, which does not face the prospect of deple- 
tion. It is also important to consider the total cost of the Medicare program, as 
shown in chart 11 under current law and the illustrative alternative to current law. 


Chart 1 1 — Medicare expenditures as a percentage of GDP 



Under current law, combined HI and SMI expenditures are projected to increase 
relatively quickly from 3.6 percent of GDP in 2010 to 5.6 percent in 2035 and slowly 
thereafter to 6.2 percent in 2085. Absent the cost constraints imposed by the sus- 
tainable growth rate system for physician expenditures and the productivity adjust- 
ments to payment updates for most other categories of service, costs would continue 
to increase rapidly relative to the GDP. As indicated by the illustrative alternative 
projection, total Medicare expenditures would reach about 10.7 percent of GDP at 
the end of the long-range period. 


9 These percentages are estimates for 2011; the balance will shift somewhat over time as (i) 
the State requirement declines from 90 percent to 75 percent of the forgone cost of prescription 
drugs for full dual beneficiaries, and (ii) the majority of employer-sponsored retiree health plans 
transition from the Retiree Drug Subsidy (RDS) to Part D drug plans following the change in 
tax status of the RDS payments. 
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The Social Security Act requires a test of whether the difference between Medi- 
care’s total outlays and its “dedicated financing sources” is expected to exceed 45 
percent of total outlays within the next 7 fiscal years. 10 As required under section 
801 of the Medicare Modernization Act, the Board of Trustees has issued a deter- 
mination of “excess general revenue Medicare funding” (the sixth such determina- 
tion), since the ratio is estimated to exceed 45 percent in 2011 and 2012. These find- 
ings in the 2010 and 2011 reports trigger a fifth consecutive “Medicare funding 
warning.” Section 802 of the MMA requires the President to submit to Congress, 
within 15 days after the release of the Fiscal Year 2013 Budget, proposed legislation 
to respond to the warning, and Congress is required to consider such legislation on 
an expedited basis. 

Currently, most of the difference between Medicare expenditures and dedicated 
revenues is financed by the Part B and Part D general revenue transfers provided 
by law. The remainder of this difference equals the amount by which HI expendi- 
tures exceed HI tax income and premiums. This gap is currently being met by using 
the interest earnings on the assets of the HI trust fund and by redeeming a portion 
of these assets. The cash required for the payment of interest and the redemption 
of assets is drawn from the general fund of the Treasury. It is important to note, 
however, that there is no provision in current law to address the projected HI trust 
fund deficits once the fund’s assets are depleted. In particular, it would not be pos- 
sible to transfer general revenues to HI to make up the difference. 

The comparison of expenditures and dedicated revenues, as called for by section 
801 of the MMA, is a useful measure of the magnitude of general revenue financing 
for Medicare plus the HI trust fund deficit. Similarly, the test underlying a “Medi- 
care funding warning” can help call attention to the impact on the Federal Budget 
associated with the general revenue transfers to Medicare. The “Medicare funding 
warning,” however, should not be interpreted as an indication that trust fund fi- 
nancing is inadequate. That assessment can be made only by comparing each trust 
fund account’s expenditures with all sources of income provided under current law, 
including the statutory general fund transfers and interest payments. 

CONCLUSIONS 

In their 2011 report to Congress, the Board of Trustees emphasizes the continuing 
financial pressures facing Medicare and urges the nation’s policy makers to take 
steps to address these concerns. They also argue that consideration of further re- 
forms should occur in the relatively near future, since the earlier that solutions are 
enacted, the more flexible and gradual they can be. Finally, the Trustees note that 
early action increases the time available for affected individuals and organizations — 
including health care providers, beneficiaries, and taxpayers — to adjust their expec- 
tations. 

Although the current-law projections are poor indicators of the likely future finan- 
cial status of Medicare, they serve the useful purpose of illustrating the exceptional 
improvement that would result if viable means could be found to permanently slow 
the growth in health care expenditures. The Affordable Care Act establishes a broad 
program of research into innovative new delivery and payment models in an effort 
to improve the quality and cost-effectiveness of health care for Medicare — and, by 
extension, for the nation as a whole. This process is in the early stages of develop- 
ment but offers an extraordinary opportunity to design and test alternatives with 
the potential to make quality health care much more affordable. Thus, the projec- 
tions in this year’s Medicare Trustees Report should provide an unequivocal incen- 
tive to vigorously pursue the development of effective and sustainable new ap- 
proaches. 

Thank you for this opportunity to meet with your Committee. I pledge the Office 
of the Actuary’s continuing assistance to the joint effort by the Administration and 
Congress to determine effective solutions to the financial challenges facing the Medi- 
care program. I would be happy to answer any questions you might have on Medi- 
care’s financial status. 

Chairman Ryan. You know, Mr. Foster, when was the first year 
you did your appendix to the trustees report? Was last year the 
first year? 


10 The dedicated financing sources are principally HI payroll taxes, the portion of income taxes 
on Social Security benefits that is allocated to the HI trust fund, beneficiary premiums, the fees 
on manufacturers and importers of brand-name prescription drugs, and the special State pay- 
ments to Part D. 
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Mr. Foster. I have been doing the appendices with my actuarial 
opinion statement since 1995 when I became chief actuary. The 
last 2 years they have had some extra language in there cautioning 
about the possible nonsustainability of current-law provisions. 

Chairman Ryan. The way I read your appendix, at least in the 
last 2 years, and please correct me if I am wrong, it reads kind of 
like the way CBO describes their alternative fiscal scenario. CBO 
basically says that they think the alternative fiscal scenario is 
what is sort of more reality-based, what they think based on pat- 
terns in Congress, the SGR getting patched and things like this, 
but that is the more likely outcome of policy, and therefore they are 
projecting based on that. 

Is that what you are attempting to do essentially with your ap- 
pendix? 

Mr. Foster. That is what we do with the illustrative alternative 
projection where we essentially assume what was perhaps a more 
sustainable approach for these provisions. In my appendix, in the 
certification statement, I have to certify that the projections are 
reasonable based on reasonable assumptions and methods. I say 
that they are for current law, but then I caution that current law 
may not be sustainable. 

Chairman Ryan. Right. 

Mr. Foster. And point people towards the illustrative alternative 
to current law. 

Chairman Ryan. What is the 75-year unfunded liability under 
your alternative — you call it your alternative illustration? 

Mr. Foster. Yes. The way you define it for budget purposes is 
not the same way we define it for trust fund solvency. But using 
your definition where you take the difference between hospital in- 
surance income and expenditures in the long term — this is a long- 
range 75-year present value — and then you add to that the present 
value of the general revenues that are provided in current law to 
pay for Parts B and D, but for which there is no dedicated revenue 
source, if you take that definition, then the answer is $37 trillion 
as the present value over 75 years. 

Chairman Ryan. What was that number last year in your appen- 
dix? 

Mr. Foster. Similar, perhaps a little bit lower. I don’t have it 
handy. 

Chairman Ryan. Could you bring up chart 1? I see your chart 
number 4, which is your — in your testimony we have basically that 
chart. We just put it in color. Chart 4 and chart 7 in your testi- 
mony. Chart 1 here, which is chart 4 in your testimony, is the 
Medicare hospital reimbursement rates. You are showing us that 
Medicare and Medicaid hospital reimbursement rates are going 
from about 80 percent today down to 60 percent in 2020, and down 
to 33 percent at the end of the budget window. 

Can you show us chart 2, please? 

Then you are showing us physician payments are going down 
from 60 percent today to 33 percent, Medicare below Medicaid, 
starting in a few years. 

Is this sustainable? I guess that sort of is the reason why you 
have this appendix. If Medicare is going to be paying providers at 
rates by which for every senior citizen walking in their door, walk- 
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ing into the hospital or the doctor’s office, they lose money on each 
person, are they going to keep providing the benefit? And have you 
made calculations as to what that is going to do to the Medicare 
provider community with respect to whether they have negative 
margins, meaning bankruptcy, or not, and what are those projec- 
tions as you carry these numbers out? 

Mr. Foster. Yes, you had several questions in there. 

Chairman Ryan. Yes. Feel free to take your time. 

Mr. Foster. First, regarding these comparisons, we assume that 
private health insurance payment rates to their doctors and their 
hospitals and so forth would continue to be negotiated in an open 
market pretty much the way they are now. And then we compare 
the Medicare rates, payment rates, to those of private health insur- 
ance. Because of the productivity adjustments and some other re- 
ductions in growth rates within the Affordable Care Act for all the 
Part A providers, you get the pattern that you showed in the prior 
slide, and the figures you quoted were correct. And that assumes 
that, again, the private health insurance can’t do something com- 
parable to these mandated reductions in growth rates that are part 
of current law now for Medicare. 

In looking at those, it is pretty hard to imagine that they could 
be sustainable, because when you think about it, the providers 
have to pay certain input cost increases. They have it to pay their 
workers somewhat more next year than they do this year. They 
have to pay higher energy costs. They have medical supplies. They 
have rent or leases that go up. And they don’t get a break from the 
energy company just because Medicare is paying them a lower pay- 
ment update. They still have to pay all of these input costs. 

So what we are paying them in the future is the growth of their 
input cost — input price, excuse me — minus about 1.1 percent, rep- 
resenting the productivity gain in the economy overall. That accu- 
mulates, as we have seen in these charts, to quite a bit of a dif- 
ference. That is why I have tried to raise concern about this and 
make sure that all of you are aware. You can monitor this and 
make sure that nothing bad happens, because as you pointed out, 
Mr. Chairman, if at some point our payment rates to providers be- 
come less or significantly less than their cost of providing services, 
they either will be unwilling or unable to continue providing serv- 
ices. 

Now, before that happened, I think you all would have to act to 
override the productivity adjustments, much as you have had to do 
for the sustainable growth rate formula for physician payments. So 
I think that is the more likely scenario, but absence that, there 
could be very serious problems. 

Chairman Ryan. What would your projection be on the amount 
of providers unwilling or unable as time goes on, say, 2030, 2050 
as we go through this chart? 

Mr. Foster. Well, we estimated — we did a simulation for hos- 
pitals, skilled nursing facilities and home health agencies looking 
at their actual cost report data and calculating that if everything 
else stays the same, just what would the impact of these slower 
provider payment updates have on their margins over time. I will 
confess I have forgotten the specific figures, but they are in our 
April 22nd memo that showed over even within 10 years a signifi- 
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cant proportion of these providers would go from positive margins 
to negative margins solely as a result of the slower payment up- 
dates. In the longer term in the trustees report it gets up to be over 
40 percent of these providers would have to — would end up shifting 
to negative profit margins. 

Chairman Ryan. Forty percent? 

Mr. Foster. Yes, sir. 

Chairman Ryan. Premium support is an idea that has been 
around for years. You have looked at lots of different plans. There 
is the 1999 Breaux-Thomas, there is Rivlin-Domenici, there is the 
Rivlin-Ryan, there is what we put in the House budget. I don’t 
want to get into specifics of each plan because they all approach 
premium support in a slightly different way. And the design fea- 
tures of premium support are clearly something that is worth de- 
bating and negotiating and all of the rest. But each of these ideas 
share an underlying principle, and that is that a system requiring 
providers to compete against each other for a patient’s business 
with more assistance for the poor and the sick and less for the 
wealthy can responsibly reform Medicare without compromising its 
role as a vital safety net program. 

I want to get your basic framework thoughts on this. Do you 
think a system set up along these kinds of design features can 
achieve savings in Medicare while continuing to provide for a basic 
Medicare benefit? 

Mr. Foster. As a general rule, certainly. These kinds of pre- 
mium support approaches have been discussed now many times 
over many years. There have been different designs. Most the pre- 
mium support proposals have used an approach not unlike Medi- 
care Advantage where there is payment benchmark that plans are 
tested against. And if a plan can come through with more efficiency 
and a lower cost than that benchmark, then participants in that 
plan will get a cheaper premium, and the plan would benefit and 
Medicare would benefit from the lower cost. 

On the other hand if a plan is less efficient and has a cost above 
the benchmark, then the beneficiary would have to pay most of the 
extra difference or all of it. Those plans would be less attractive. 

So we have estimated for many years that the competition 
among plans in a premium support setting like this could have ad- 
vantages and lead to somewhat lower costs for Medicare. It can get 
to you the lowest cost consistent with good quality of care. It may 
or may not help a lot with the cost growth. In other words, you 
might go from a starting point here down to a lower level because 
of the competition, but they both might grow at a similar level. It 
is much harder to attack the growth rates. 

If you build into a plan like this, a different approach for pay in 
the support which has an index built in that is typically lower than 
the expected premium growth or the cost of health care, then you 
can address the cost growth issue, but then you get into all the 
issues of do the premium support payments remain adequate over 
time. 

Chairman Ryan. So the secret then is, which has been vexing all 
of us from both sides of the aisle, how do you get at the root causes 
of cost inflation? So we shouldn’t — what I am getting from you is 
we shouldn’t delude ourselves that Medicare reform fixes every- 
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thing in health care. It can help fix Medicare problems, but unless 
you address the underlying root cause of health inflation, you real- 
ly can’t fix these problems at the end of day. Is that not the case? 

Mr. Foster. Yes, I would agree with that. If you look at the 
causes, the underlying causes, of health care cost growth, income 
is a big part of it. The richer we are, the better health care we 
want, and the better health care we can afford. That problem kind 
of takes care of itself, because if costs are going up comparable to 
our incomes, then the overall cost is similar to growth in the GDP, 
and nothing gets harder to handle. But often, of course, is goes up 
faster than that. 

Another of the major factors driving health care costs is tech- 
nology. 

Chairman Ryan. Yes. 

Mr. Foster. We all want the best possible medical care, and the 
research and development community is more than willing to in- 
vent new techniques, and treatments, and drugs and so forth, and 
often they are pretty expensive. 

Chairman Ryan. And on our fee-for-service model, that sets the 
incentive structure for them just to keep billing and keep billing 
and keep adding to the cost, because they just get reimbursed on 
a fee-for-service schedule. 

Would you agree that perhaps a better lying incentive structure 
where the provider community on technology has a research and 
development incentive to provide better costs, cheaper devices that 
have more value? Do you believe that under the right incentive 
structure, you could put in place sort of a virtuous cycle, produc- 
tivity improvement and innovation, working to bend the cost curve 
versus the status quo as we now know it today? 

Mr. Foster. Yes, I think it is possible. To date there has been 
very little incentive to focus on cost-reducing technology. Most of it 
has been cost -increasing, with some exceptions. 

To the extent that you send a signal to this research and devel- 
opment sector that things have changed, we can no longer afford 
to pay for every new thing that comes along, even if it is only mar- 
ginally an improvement that costs 10 times as much, we can’t af- 
ford to do that anymore. Hopefully they will get the message and 
turn their considerable abilities to cost-reducing techniques. So pre- 
mium support can be consistent with that approach. Traditionally 
fee-for-service is typically not. 

Mr. PASCRELL. Mr. Chairman, I have a question. 

Chairman Ryan. When you have your time. 

Mr. PASCRELL. You have time. Would you yield? 

Chairman Ryan. No. 

Mr. PASCRELL. Thank you, Mr. Chairman. 

Chairman Ryan. You are welcome. 

Mr. Goss, a quick one. Some have argued that because Social Se- 
curity is able to pay full benefits until 2036, action now is not nec- 
essary. You hear this more and more these days, which is there is 
no problem, don’t have to worry about it, not until 2036. 

I think we know what happens then if nothing is done, but give 
us a sense of the cost of delaying and the sense of how gradual re- 
forms would be if we do it now versus how severe they would be 
if we delay. And what is the growth in the unfunded liability on 
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average on a year-to-year basis?How much deeper of a hole are we 
digging ourselves every year we delay fixing this problem? Because 
it is a pay-as-you-go system, 10,000 boomers retiring every day 
with far fewer workers following them in the workforce. It is the 
same problem with Medicare. What kind of hole are we digging 
ourselves if we don’t do anything, and how gradual versus how se- 
vere are we looking at based upon when we decide to do some- 
thing? 

Mr. Goss. Thank you. Excellent question. 

I think it is really the same for Medicare as it is for us. Our un- 
funded obligation, we project, over the next 75 years, which is for 
the shortfalls in the years 2036 through 2085, is about $6.5 trillion 
in present value as of 2011. In fact, if we waited 5 years to enact 
changes from now, the present value of that shortfall as of 2011 
would still be $6.5 trillion. The shortfall is what it is over the pe- 
riod. 

Indeed, the real advantage of enacting something soon — and I 
would emphasize enacting something soon as opposed to acting per 
se — is that it really gives people advance warning, allows you many 
more options to consider, and allows you the ability to phase things 
in more gradually over time. It is possible that we could just simply 
follow present law, wait until 2036, do nothing, and allow benefits 
to drop by 23 percent precipitously for everybody receiving benefits 
in Social Security. If we really did nothing, in 2018 very, very 
much sooner, our Disability Trust Fund will become exhausted, 
and we would have a 14 percent reduction in benefits. 

Chairman Ryan. In 2018? 

Mr. Goss. In 2018. That is the date where we are projecting 

Chairman Ryan. Fourteen percent. 

Mr. Goss. A 14 percent reduction in disability insurance benefits 
would be what would be required because we would only have the 
continuing revenue coming into that fund. So that is actually our 
sort of “most soon date” that we are concerned about at this point. 

There are many remedies for that to get OASI and DI back on 
track together, but our sense is, and we have always emphasized 
and our trustees have always emphasized, enacting relatively soon 
allows you, the Members of the Congress, more options to consider; 
allows you to give people advanced warnings of the changes that 
will be coming, whether it be more taxes or lower benefit levels; 
and also allows you to phase in the changes more gradually, which 
is really important. 

Chairman Ryan. Thank you. 

Mr. Van Hollen. 

Mr. Van Hollen. Thank you, Mr. Chairman, and thank you both 
for your testimony. 

Let me just pick up on the Social Security questions here just so 
I understand this. With respect to the disability portion of Social 
Security, what you are saying is we would be required to make es- 
sentially a transfer of some of the trust fund revenues to that com- 
ponent of the program in the near future; is that right? 

Mr. Goss. Well, we could do that. Under the law we cannot do 
that at this point. We had a similar situation in 1994, where the 
DI Trust Fund, the split insurance was exhausting very quickly, 
and the OASI Trust Fund had plenty of money, and we simply had 
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a reallocation of tax rates without changing the total tax rate for 
OASI and DI combined. The same could be done in order to get the 
solvency of the DI Trust Fund and OASI Trust Fund back together. 

Mr. Van Hollen. And your testimony with regard to 2035 and 
2036, that testimony involved all components of the trust fund, cor- 
rect? 

Mr. Goss. That is assuming that we do not let the DI Trust 
Fund 

Mr. Van Hollen. I just want to make it clear. We are not talk- 
ing about adding to the problem; your numbers already assume we 
have addressed that issue. 

Mr. Goss. Exactly. 

Mr. Van Hollen. Which we can the way you said. Thank you. 

Just with respect to Social Security, there has been a piece of 
legislation that was introduced recently by two Members of the Re- 
publican leadership to privatize Social Security. Have you had a 
chance to look at that? 

Mr. Goss. I believe you might be referring to the SAFE bill? 

Mr. Van Hollen. Yeah. This is legislation introduced by Con- 
gressmen Hensarling and Sessions. 

Mr. Goss. We took a quick look at that. We have not done a for- 
mal estimate on that, but our sense is that particular proposal as 
put forth is perhaps incomplete and not fully formed. 

As it is described, it would give people the option to begin to 
have their portion, half of their payroll taxes, directed to an ac- 
count, and after 15 years to have the entirety of their payroll taxes 
directed to an account, including the employer’s share also. And the 
cost to them would be that they would never get any benefits, they 
or their dependents. 

The problem in terms of the solvency of Social Security is that 
the reduction in payroll taxes for people who chose the option 
would occur right away; the reduction in benefits might occur with 
a 20- or 30-year delay. So this would put a considerable additional 
negative effect on the solvency of Social Security and would cause 
or trust fund exhaustion date to be earlier than 2036. 

We have dealt with several other proposals that would have 
some of the features. All of them, including the proposal put forth 
by Chairman Ryan, have in the past dealt with this issue by com- 
ing up with additional sources of revenue. 

Mr. Van Hollen. I understand, but I am talking about this par- 
ticular piece of legislation. Just so I understand your testimony, it 
would accelerate the insolvency of the Social Security Trust Fund, 
correct? 

Mr. Goss. It would absolutely, yes. 

Mr. Van Hollen. Just turning to the Medicare issue — and, Mr. 
Foster, thank you for your testimony and expertise on this issue. 
You recognized in your testimony that there are lots of features in 
the Affordable Care Act that allow us to experiment with new in- 
centives for the provision of care to focus more on coordination of 
care rather than sort of the volume of care that is incentivized in 
some way in fee-for-service. And we had a lot of testimony yester- 
day from Secretary Sebelius, and I think everybody recognizes that 
those changes need to be made. 
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If you repeal the Affordable Care Act, you, of course, eliminate 
the authority to move forward with those changes; do you not? 

Mr. Foster. Yes, sir. 

Mr. Van Hollen. Let me just ask you with respect to the Medi- 
care Trust Fund, because clearly we need to make the kind of 
changes to address those issues. But I think there is also a lot of 
misunderstanding about the Medicare Trust Fund. So just so peo- 
ple understand, the Medicare Trust Fund relates just to Medicare 
Part A; does it not? 

Mr. Foster. There is a separate Medicare Trust Fund for Part 
A. There is another trust fund for Parts B and D. Each have their 
own separate accounts within that trust fund. 

Mr. Van Hollen. Okay. But with respect to the payroll tax, your 
Medicare payroll tax, those revenues are directed for Part A; is 
that correct? 

Mr. Foster. That is correct. 

Mr. Van Hollen. Okay. And when we talk about the year 2023, 
creating an issue with the solvency of a trust fund, that is what 
we are referring to, correct? 

Mr. Foster. Yes, sir. 

Mr. Van Hollen. We are not referring to Parts B or D, correct? 

Mr. Foster. That is right. Those by their design for financing, 
barring some extraordinary circumstance, should never go broke. 

Mr. Van Hollen. Right. And there was a deliberate decision by 
the Congress, correct, for example, with Part D prescription drugs, 
to fund it out of general revenue, either current revenues or 
through deficit spending, correct? 

Mr. Foster. Yes. The primary form of financing for Part D is 
general revenues. There is also premiums paid by enrollees and 
special State payments, since the cost of drugs for dual-bene- 
ficiaries transferred from Medicaid to Medicare. 

Mr. Van Hollen. Right. 

Now, we had a conversation, and you made the point and I think 
the chairman made the point we need to address some of the cost 
structures and incentives in the whole entire health care system. 
And if I could just put up a chart here that shows — these are the 
per enrollee increases in health care costs. And as you can see, the 
average increase in a cost for the Medicare per beneficiary has 
been lower than in the private market, where it has been consider- 
ably higher. So essentially if you were to say to someone who is en- 
rolled in the Medicare program they had to go out and get their 
insurance in the private market, they would be facing substantial 
costs; would they not? 

Mr. Foster. That question leads to a not straightforward com- 
parison of the advantages and disadvantages of each form, private 
health care plans versus Medicare fee-for-service, and each one 
does have advantages and disadvantages. Comparisons of this type 
are a little difficult. You have done a couple things that are very 
good. First of all, it is per capita rather than just total aggregate 
expenditures. 

Now, something else I would recommend, and this may or may 
not have been done here, is to do this for a similar package of bene- 
fits. For example, Medicare only gained drug coverage starting in 
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2006, so over some longer period of time, you end up counting 
drugs for Medicare some of the time and not the rest of the time. 

The other thing is that if I read this correctly, this is based on 
2002 to 2009. 

Mr. Van Hollen. Correct. 

Mr. Foster. Over long periods of time, they tend to grow simi- 
larly, with Medicare at a slightly slower rate, as much as a percent 
slower on average, which is a good difference. But over subperiods 
it can be quite a bit either way. 

Mr. Van Hollen. Right. No, I understand. I mean, if you look 
at the 50-year cycle, as you said, Medicare outperforms the private 
market on the per enrollee cost structure by about 1 percent, but 
in recent history, in fact, you see the numbers here. And I think 
there is general agreement here that we should reduce — try and re- 
duce health care costs throughout the private market. 

Now, you raise some issues there as to what some of the poten- 
tial negative consequences would be in doing that. One would be 
to provide less incentive for research and development into new 
treatments and technologies, and maybe focusing more resources 
on providing care with the existing treatments; is that correct? 

Mr. Foster. Well, I mentioned that it would be nice to get the 
benefit of technology the way most other sectors of the economy 
have for computers and cars and televisions, and many other 
things have gotten relatively less expensive over time because of 
technology. For health care we tend to get more and better new 
things and much more expensive. If the same approach were ap- 
plied to developing less expensive treatments, for example one- 
time-use implantable defibrillators rather than many-time-use 
defibrillators, that can be a good thing and help us save money. 

Mr. Van Hollen. Absolutely. Just on the point — I am going to 
finish with this because of the confusion. If we go to the next slide, 
and I want to make it very clear that we all know in this com- 
mittee we face a big challenge on the future of Medicare. We have 
a very big difference of opinion on how to address it. But I think 
in our conversations about trust funds and payroll, we need to 
make clear a couple things. 

This chart is taken from the data in your current report with re- 
spect to the shortfall. And when we are talking about the Part A 
Trust Fund, which is — you know, a lot of language we hear all re- 
lates to the solvency of that trust fund in 2023; does it not? 

Mr. Foster. Yes, that is correct. 

Mr. Van Hollen. Okay. And so when you are looking at that 
specific component over the 75-year period, and you want to fully 
fund that, that is the — this represents the shortfall, does it not, in 
Part A? 

Mr. Foster. That looks about right. I can’t see the figures from 
here. But it is correct that under current law if all the provisions 
for the payment rates are sustainable in the long range, then the 
problem to solve is not nearly as big as it used to be. It is of that 
order of magnitude. 

Mr. Van Hollen. And just for illustrative purposes — and we did 
the calculation, and this is for illustrative purposes only — in order 
to close the shortfall in the Part A, in the trust fund, what we all 
refer to as the trust fund, you would have to increase the Medicare 
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payroll tax from 2.9 percent to 3.69 percent. Again, I am not recom- 
mending that proposal, but for illustrative purposes people need to 
understand that when we are talking about solvency of the Part A 
Trust Fund, which is what most of the conversation has been 
about, that is what we are talking about. 

Now, everything in blue is funded out of general revenue, cor- 
rect? 

Mr. Foster. This is hospital insurance? 

Mr. Van FIollen. With the possible exception of some — let me 
correct that. Yes, it is. No. This is Medicare expenditures. 

Mr. Foster. This is Medicare total. Okay. A lot of the blue then 
is general revenues, a lot of it is payroll taxes, a lot of it is pre- 
miums. 

Mr. Van FIollen. Premiums. And the premium component. And 
there is no doubt there is a challenge, so we address that challenge 
in two ways. One, we have to make the reforms in the system; 
again, big differences on how do you it. And then as part of the 
broader conversation, you have to discuss the revenue component, 
and no one should be — I don’t think anybody should be kidded into 
thinking you can solve this problem realistically on the revenue 
side. You can’t. 

On the other hand, revenue, it should be part of this discussion, 
just like when you are talking about dealing with Social Security 
solvency, what — how much income is subject to payroll tax as part 
of the income. So I just wanted to use this chart for the purposes 
of people understanding that when we are talking about trust fund 
solvency, we are really talking about that red sliver up there with 
respect to the Medicare payroll taxes. 

Thank you very much, Mr. Chairman. 

Chairman Ryan. Mr. Campbell. 

Mr. Campbell. Thank you, Mr. Chairman. 

I will yield to the chairman. 

Chairman Ryan. Yeah. I just want to get in the Medicare cost — 
we have a chart from CBO, table 3, a long-term report that shows 
four time horizons. Three out of those four time horizons, Medi- 
care’s cost growth per capita grew faster than other health insur- 
ance. When you widen the time horizon, it doesn’t make the case 
that Medicare always costs less per enrollee than other health care. 
The only point I would make also is, look, if you pay providers 80 
cents on the dollar, of course it is going to cost less, but you are 
paying them 80 cents on the dollar. 

I would also say if we just focus on the Part A Trust Fund which 
is going insolvent, we are ignoring the much larger liabilities. Part 
B and Part D, that is over 20 trillion in the trustees report of un- 
funded liability as well. 

So it is important to look at the blue and the red because the 
entire system taken together, from the testimony we heard yester- 
day from the economists, 51 percent of Medicare is being cash- 
flowed by the general fund, bonds, we are borrowing. And so I don’t 
think anybody is arguing that that is a sustainable situation. I 
think it is very clear the sooner we deal with this problem, the bet- 
ter off everybody is. If you just underpay providers, yeah, it is 
going to cost less, but are providers going to keep providing the 
benefit, I think, is the question. 
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With that, thank you. 

Mr. Campbell. Thank you. 

I am just going to focus in my reduced time here a couple of 
questions on understanding better just where we are and what the 
straight-line solutions are. 

First, Mr. Goss, we have a positive cash flow if you put both 
trust funds together right now. When do you project that turns 
negative? 

Mr. Goss. In terms of cash flow where we do not include the in- 
terest that is credited to the trust funds in 2010, we turn to a nega- 
tive cash flow for the combined OASI and DI Trust Funds. We ac- 
tually were at a negative cash flow situation for the Disability In- 
surance Trust Fund starting in 1990 — starting in 2005. But as of 
2010, on a combined basis, they have going to negative cash flow. 
But the amount of interest that is credited the trust funds exceeds 
that cash flow shortfall and will continue to through 2022. 

Mr. Campbell. And if we were to continue, when you say the 
trust fund is exhausted in 2036, that, I presume, means in 2036 
then, payments of — Social Security payments would have to be re- 
duced to whatever the income was at that point? 

Mr. GOSS. Precisely, solely because our trust funds under the law 
do not have the authority to do any borrowing. That would mean 
that at that point when we had 77 cents of tax revenue coming in 
for every dollar’s worth of scheduled benefit, we would only have 
that much amount of money. We would have to — somebody would 
have to make a decision as to how we would pay benefits. 

Mr. Campbell. If you wanted to increase payroll taxes today just 
on a straight-line basis to make both trust funds solvent within 
your 75-year window, what percentage increase in taxes would that 
take? 

Mr. Goss. It would require an increase in the payroll tax rate 
from 12.4 by about a little over 2 percent of payroll. So that would 
be about a one-sixth increase in payroll taxes, from 12.4 up to 14.6, 
roughly. 

Mr. Campbell. Okay, all right. Thank you very much. 

Mr. Foster, currently what percentage of total Medicare expendi- 
tures are covered by Medicare taxes? 

Mr. Foster. I can calculate that for you. It is most of it. 

Mr. Campbell. It is more than 50 

Mr. Foster. Certainly. Well, if you count the payroll taxes, and 
if you are talking about Part A only, or are you talking about 
total 

Mr. Campbell. The whole system. 

Mr. Foster. Okay. The payroll taxes would be a smaller propor- 
tion, but it would be in the neighborhood of 35 or 40 percent of the 
total. 

Mr. Campbell. Okay. There is something in law that says that — 
that triggers that the President is supposed to issue some solution 
at a certain point. Are we at that point? What is that point? And 
has the President proposed something? 

Mr. Foster. Yes. What you are referring to is a formal test insti- 
tuted by the Medicare Modernization Act in 2003, which says if you 
take the difference between total Medicare outlays and total Medi- 
care dedicated revenues, if that difference is expected to reach 45 
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percent of the total cost within 7 years, then the trustees have to 
issue a determination of excess general revenue Medicare funding. 
If you get two such determinations in two successive reports, that 
triggers a Medicare funding warning. Then — we issued the fifth 
such one with this current report. Then the President has the obli- 
gation to issue proposed legislation 

Mr. Campbell. And final question, because I am — I just had to — 
have you done any projections that assume — you talk about current 
law, but that assume that we do not lower physician reimburse- 
ment rates and that the Medicare reductions that are in the 
ObamaCare law don’t go into effect? 

Mr. Foster. Yes, generally. That is the basis of our illustrative 
alternative to current law. 

Mr. Campbell. Thank you. 

Chairman Ryan. Ms. Schwartz. 

Ms. Schwartz. Thank you. 

I just want to get to Medicare, but just a couple things I did 
want to follow up on the Social Security. 

First let me say I agree with and want to associate myself with 
the opening comments of the ranking member in terms of a bal- 
anced approach as we move forward, and that applies to our deficit 
reductional role, that we need to be able to look at tax expenditures 
as well; and to only look at spending, whether it is nondefense dis- 
cretionary, whether it is Medicare — Social Security is its own 
piece — is really just not a balanced approach, and we really need 
to have everything on the table. So I appreciate his comments and 
want to echo them. 

And I think the last few answers actually suggest that even 
when we are looking at Social Security and Medicare, that we need 
a balanced approach, and the balanced approach that allows to us 
look both at cost savings and potential for other revenues would be 
a way to approach it to really look at everything on the table. 

I did want to, again just following up on the discussion about So- 
cial Security, there was some discussion about just for illustrative 
purposes what percentage you would need to increase the tax in 
order to get to solvency, and you did answer that question of hav- 
ing to go 2.9 to 3.69. Again, that is just illustrative purposes. I just 
want quickly if you just answer, because I do want to get to Medi- 
care, if you could just answer that. 

There are other options there as well. The cap on the payroll in- 
come that applies — that taxes are applied to. For example, have 
you looked at other opportunities for ways we might be able to 
bring in some additional revenues so maybe the cuts don’t have to 
be so drastic or that we can increase the solvency of the trust fund? 

Mr. Goss. We certainly have. One other clarification Rick and I 
were just talking about is going from 2.9 to about 3.7. That is the 
Medicare Part A. 

Ms. Schwartz. I am sorry, and it was 12.4? 

Mr. Goss. Also it would be 12.4 up to about 14.6 would be an 
immediate tax rate increase on the payroll tax that would be suffi- 
cient to 

Ms. Schwartz. But if we didn’t want do a tax rate increase at 
all, there are other options. 
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Mr. Goss. If we didn’t want to do that, there have been several 
other possibilities that have been considered. One would be to in- 
stead of raising the tax rate on the earnings up to our current tax- 
able maximum, which is 106,800, would be to, in fact, raise that 
taxable maximum itself. Now, that would be, in fact, an increase 
in the tax rate from nothing to 12.4 for the earnings above that. 

One popular proposal that has been put forth in many places by 
both the fiscal commission, the President’s fiscal commission, and 
by the Domenici-Rivlin Commission would be to gradually raise the 
payroll tax rate — but to raise the taxable maximum up to cover not 
ultimately about 83 percent, but about 90 percent. 

Ms. Schwartz. Which is where it started. 

Mr. Goss. Which is where we were back in 1983, 1984. That 
would solve about a third of our long-term problem. If we elimi- 
nated the taxable maximum entirely, as is the case for the Medi- 
care 2.9 percent, that would basically eliminate our 75-year short- 
fall. 

If I may, just one other item that I would want to mention, an- 
other revenue-enhancement proposal that has been put forth actu- 
ally in Chairman Ryan’s proposal and was picked up in the Domen- 
ici-Rivlin proposal for the Bipartisan Policy Center was to tax em- 
ployer-sponsored group health insurance premiums, and that would 
cover about half of our long-term shortfall. 

Ms. Schwartz. Thank you. I appreciate the fact that there are 
other options for us to explore. 

I don’t have a lot of time left, but I really appreciate both of you 
adding really good information about why we are in some of these 
situations. We anticipated all the baby boomers in Social Security 
Trust Fund. Good, smart move. For some reason we did not in 
Medicare. It seems to be that those same seniors are surprised, to 
the Medicare Trust Fund. The additional — it is almost a doubling, 
not quite. So going from 40 million to almost 74 million seniors 
who will be covered under Medicare, and that demographic — simple 
demographic change is certainly a very significant burden particu- 
larly since we are seeing fewer workers. 

I just want to know if you could in a little time do this: Speak 
to the Republican proposal to end Medicare as we know it and to 
create a voucher program at the same time we will have these 74 
million seniors in the old — in the current system under Medicare, 
and particularly if the Republicans were successful at their second 
goal, which is to repeal the Accountable Care Act and take away 
all of the cost savings that are available potentially. You talked 
about, Mr. Foster, incentivizing payments that would reduce costs 
and improve quality. What does that do to our deficit? Does that 
not explode the deficit over the next 10 to 20 years? 

Mr. Foster. On the latter question, the Affordable Care Act 
clearly had major savings provisions for Medicare in it. We esti- 
mated the first 10 years a total of $575 billion between lower ex- 
penditures and/or higher taxes. So if that were repealed, you would 
have to do something else. 

Ms. Schwartz. What about the notion of having this double 
group? I would be interested in knowing your answer to that. My 
time is up. 

Chairman Ryan. Mr. Price. 
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Mr. Price. Thank you, Mr. Chairman. And I want to thank the 
witnesses as well for enlightening us today. 

Our colleagues on the other side of the aisle and Ms. Schwartz 
just stated as well, talked about our desire to end Medicare. The 
fact of the matter is what our proposal does, as you all well know, 
is to save Medicare, and she categorizes it as a voucher program. 
As you also know, it is not a voucher program at all. It is program 
of premium support, which is remarkably different. In fact, it is 
something that was actually proposed toward the end of the Clin- 
ton administration by friends of folks on the other side of the aisle. 

I want to ask a number of questions. First I want to follow up 
on Mr. Campbell’s line, Mr. Foster, about the 5 straight years of 
this Medicare warning that has been issued, and at the end — when 
have you 2 of those years in a row, then it is the obligation, is it 
not, of the President to then make some kind of recommendation 
about how you get out of this situation of having Medicare in such 
dire financial straits, correct? 

Mr. Foster. Yes, sir. Section 802 of the Medicare Modernization 
Act puts in a requirement for the President to recommend ways to 
address 

Mr. Price. And have you received any recommendations from 
this President on that? 

Mr. Foster. Not to my knowledge. 

Mr. Price. Thank you. 

You also stated in your testimony that the Medicare payment — 
quote, “the Medicare payment may be inadequate,” unquote, as it 
relates to physicians and other providers. As a physician we talk 
about numbers all day long, but what happens when Medicare pay- 
ments are inadequate? 

Mr. Foster. We would like not to find out. But as you can imag- 
ine, especially in your situation, but any of us, if we have a job, 
if we are paid a certain amount for the services or the goods we 
provide, and what we are paid ends up not being adequate to keep 
us in business, then we are going to go out of business or turn our 
business elsewhere. So the potential access problems could be very 
serious. I mean, we see with the Medicaid program, of course, in 
some States the payment rates particularly for physicians are quite 
low, and access to care is quite a problem. 

Mr. Price. So the access that patients have to physicians may 
be markedly limited. 

Mr. Foster. Well, if the 30 percent reduction went through, for 
example, come January 1st, I think there would be a noticeable re- 
action, very noticeable. 

Mr. Price. We had Secretary Sebelius here yesterday to talk 
about, and other witnesses to talk about the Independent Payment 
Advisory Board, the IPAB, which I think I believe is a “denial of 
care” board to seniors. Isn’t it true that the largest hammer that 
they have is to deny payment to physicians for services that are 
being proposed to be rendered or have already been rendered; is 
that correct? 

Mr. Foster. They have the authority to make recommendations 
for payment rates, not just for physicians but for other providers 
as well. They can do some other things in addition, but the other 
ones are less clear as to their effect. 
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Mr. Price. But they have the authority — would have the author- 
ity to deny payment for a certain service or a certain procedure? 

Mr. Foster. That I am not so clear about. In other words, there 
is language in the law that governs what kinds of recommenda- 
tions they can make and not make. In terms of a specific proce- 
dure, for example, they clearly can’t deny care for the treatment of 
heart disease. Could they deny care for a particular method of 
treating heart disease that they deem to be of little value? That I 
don’t know. 

Mr. Price. I think that is the case. So that patients and physi- 
cians would no longer be the ones making the decision about 
whether or not that occurs, it would be this Board. Now if in fact 
the Board denied payment for a service, then isn’t that the same 
kind of thing that you referred to earlier, which is when the Medi- 
care payment is inadequate? 

Mr. Foster. Well, in this hypothetical you get the same result. 
The whole point of Medicare is to provide health care to older peo- 
ple and disabled people. 

Mr. Price. In my few brief seconds left, I just want to touch on 
your report that you have offered here, currently assumes the ef- 
fects of the health reform bill passed last year on Medicare, cor- 
rect? 

Mr. Foster. Yes. The current law projections assume all current 
elements in current law. 

Mr. Price. And under these assumptions when the Medicare 
Part A Trust Fund be exhausted? 

Mr. Foster. Under current law the Part A would be exhausted 
in year 2024. 

Mr. Price. So the program itself right now is unsustainable 
under current law, and changes are necessary? 

Mr. Foster. Yes. Certainly the Part A part, and you can argue 
and have a fun time with the other parts. 

Mr. Price. Thank you. 

Chairman Ryan. Mr. Blumenauer. 

Mr. Blumenauer. Thank you. I’m just following up on what Dr. 
Price was talking about where there may be some decision about 
certain procedures for heart treatment that conceivably could be re- 
stricted or modified in some form. Isn’t that what happens with 
private insurance right now? Doesn’t private insurance set stand- 
ards about what they will reimburse? They go over doctor billings, 
they don’t cover every procedure that a patient or a doctor may 
want? Isn’t that the case? 

Mr. Foster. I would say that is correct, not only for Medicare 
but also Medicaid and for private health insurance. 

Mr. Blumenauer. I want to clarify that that is not unique to 
government. Private insurance sets standards about they negotiate 
rates or they disallow some treatment if they don’t think it is effec- 
tive or it is not within the scope. Isn’t that what happens every sin- 
gle day? 

Mr. Foster. Every payer of health care has medical review 
boards that decide what things are covered and payable and what 
things are not. Very few things are denied, I might add. Yeah, I 
will stick with that. 

Mr. Blumenauer. We will have some fun with that later. 
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Mr. Foster. Okay. 

Mr. Blumenauer. Insurance companies do set rates, they allow 
some things, they deny others. But let’s — I want to get to the no- 
tion here, you and I have talked before, you think that some of the 
things that is in the Affordable Care Act is not sustainable politi- 
cally. I find it interesting that the cuts that would take — the bur- 
den that would be assumed from day one, where it is all of a sud- 
den 60 percent of the premium liability increasing over time in 
terms of the dollar, out of dollar pocket, is equally unsustainable, 
maybe more so, but we have difficulty evaluating that. 

I want to get to one area where I think your expertise should be 
undeniable, and that is looking at trend lines. Now, Mr. Ryan said 
that there were some periods that you could pick that showed that 
it might be higher or lower. My understanding is for the last 40 
years private insurance premiums have been going up 9.3 percent, 
on average. 

Mr. Foster. I can check that figure for you. 

Mr. Blumenauer. Would you please? 

Mr. Foster. I don’t know the answer off the top of my head. 

Mr. Blumenauer. My question is how is that sustainable? I 
would love to see a chart from you about what would happen if we 
are going to load all our senior citizens into the private insurance 
market. But we just take the trend line for the last 40 years where 
it is above inflation, it is significantly above the increase in produc- 
tivity of what we have had in the past or anybody thinks we are 
going to have in the future, and I would like you to chart what that 
looks like in 2075. If we are going to put all our eggs in that bas- 
ket, if we could just have one chart that shows, given a rate of the 
last 40 years of what private insurance premiums or health care 
costs are going to be in 2075 compared to inflation and compared 
to increase in national productivity. 

Mr. Chairman, I am going to suggest that that chart is going to 
be very vivid. I mean, you throw things up over time about our en- 
titlements aren’t sustainable. No quarrel. But the path we are on 
now is worse. And if we are going to play that game, I think we 
ought to at least look at what it is going to be in 2075 if, absent 
the efforts in the Affordable Care Act, which used to be bipartisan 
to control cost — and I think ultimately we will do this when we get 
through the games over the next 2 or 4 years — but just model your 
plan, entire private sector based on 40 years’ experience, compared 
to the increase in productivity. And I think that that is not on the 
charts that you give us, and I think it is going to be a very vivid 
portrayal of why wishing away the dynamic that we have all been 
wrestling with for 40 years, and politicians have blinked time and 
time again, and they will on SGR, that is why we have an iPod or 
whatever it is, to try and stiffen 

Chairman Ryan. This is an iPod. 

Mr. Blumenauer. Excuse me. IPap, I guess it is, because I think 
this is an iPad. But I think that will be a very vivid illustration 
of why — my time is up. Okay. 

Chairman Ryan. I was into this. 

Mr. Blumenauer. So was I, so was I. I appreciate the correction 
of the terminology. 

Chairman Ryan. Mr. Lankford. 
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Mr. Lankford. It would be interesting to note as well, how much 
of a cost shift there has been because of the lower reimbursement 
rates of Medicare, that they to pick up additional in the private in- 
surance market, and how the private insurance market is not only 
paying their tax for Medicare but also paying as well an additional 
amount in their insurance rates to help cover the costs of Medicare. 
But we will be able to track that as well from there. 

Let me ask you a question about Social Security. You made a 
very stark statement, Mr. Goss, about the disability. 2018 is very, 
very close. The stats I was looking at show that disability has 
grown, from 1990 to the present, by 420 percent with this very 
rapid rise in disability. Can you tell me why that we have this 
rapid rise? 

Mr. Goss. Well, in fact the disability insurance program is in a 
sense a preview of what is going to be happening to our retirement 
portion of the program. The baby-boom generation — and we talk 
about the baby-boom generation as the baby boom principally be- 
cause the birth rates dropped so much after them. If birth rates 
had stayed higher they wouldn’t look so much like the boom. But 
the fact that we have the baby-boom generation, born 1946 through 
1965, they in fact are people who are I think today between ages 
44 and 65. Those are precisely the ages at which we have the bulk 
of our people receiving disability insurance benefits now. So we are 
right now sort of at the apex or at the height of the point where 
the baby-boom generation is creating the surge, the highest level, 
arguably relatively speaking, for disability insurance costs. The 
rate of growth in disability insurance should be expected to be 
slower in the future and an aggregate level in percentage of GDP. 

Mr. Lankford. Do you have an idea when that slows down? 

Mr. Goss. That should be slowing down just in the next couple 
of years. Actually our incidents rates of disability on an age/sex- 
specific basis has not been growing that much. It is largely that our 
population under 65 has been shifting, because of the baby boom, 
towards being many more in the ages that are prime disability. 

Mr. Lankford. This is very helpful. Thank you. 

Let me ask you a question, Mr. Foster. I am still trying to wrap 
my head around the estimates currently that we are facing with 
2024 insolvency of Part A. That assumes, to get that number, we 
have to cut doctors’ reimbursement 30 percent or just not fix it, ba- 
sically, on this 30 percent amount. 

Mr. Foster. If could I jump in? 

Mr. Lankford. Sure, please do. 

Mr. Foster. Slight correction. Physician payments come out of 
the Part B accounts. 

Mr. Lankford. I’m sorry. 

Mr. Foster. So it doesn’t affect Part A. 

Mr. Lankford. Okay. So then you said there is a reduction in 
payments in the Affordable Care Act. How does that involve the 
Part A? 

Mr. Foster. It affects all Part A providers and will reduce their 
rate of growth in the payment updates each year by about 1.1 per- 
cent per year. So instead of an update of maybe 3.3 percent, it 
might be 2.2 percent. 
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Mr. Lankford. I was in a meeting in June with Secretary 
Geithner, and we were going through some of the specifics of the 
President’s proposal to do savings in different areas. Obviously we 
have a major need for that. One of the proposals that he stated 
specifically was $100 billion in savings in the next 10 years in Med- 
icaid through lowering the reimbursement rates, doctors and hos- 
pitals, and also some flexibility in the States. And then $250 billion 
in savings in Medicare in addition to what is being done by low- 
ering the reimbursement rate to doctors, hospitals, and drug pro- 
viders. 

Now, that statement was fairly stark to me based on some of the 
statements that you just made, saying that you are not sure it is 
sustainable now, both for B and dropping reimbursements for phy- 
sicians 30 percent in A, and lowering reimbursements in the pay- 
ments that are happening, and then an additional $250 billion in 
reducing reimbursements. Do you think that is sustainable? What 
do you think the consequences of that would be? 

Mr. Foster. On the physicians’ side, I think it is quite clear. I 
mean I won’t ask for any volunteers in here, but I am sure nobody 
would raise their hands and say, Let’s cut the payment rates for 
physicians by 30 percent. So that will be changed, I think it goes 
without question. It is unsustainable immediately. 

Now regarding the productivity adjustment, the slower payment 
updates for most other kinds of health care providers, that is much 
more gradual. It is a little over a percent per year. And over the 
long range, as we saw in the charts earlier, it accumulates to a 
very large difference, which is disconcerting at best. Over 10 years, 
it is not to say that couldn’t work just fine. That remains to be 
seen. And of course, some providers on the margin right now. 

Mr. Lankford. I am going back to your previous comment of in- 
forming us before something bad happens. I appreciate that. And 
my time has expired. 

Ms. Schwartz. Just a point of information that is true under the 
Accountable Care Act, that we also did increase reimbursement for 
primary care physicians, nurse practitioners and PAs, recognizing 
their lower reimbursement. 

Chairman Ryan. I thank the gentlelady. Mr. Pascrell. 

Mr. Pascrell. I just wanted to follow up, Mr. Chairman, on 
what the gentleman from Oregon was mentioning before, and that 
is that the real cost shift that we are talking about here rests with 
the folks who have no coverage whatsoever and wind up in emer- 
gency rooms. That is the real cost shift; they wind up there. And 
if we don’t recognize that — and Mr. Chairman, I tried to ask you 
a question earlier — I am going to ask it now. 

Chairman Ryan. Your time. 

Mr. Pascrell. I tried to ask you a question earlier about your 
famous chart. You had it up yesterday. 

Chairman Ryan. Chart number 1 or 2? 

Mr. Pascrell. That is the one, right up there. 

About physician payments, if I could get that chart we got it up 
there right now, does this chart — or doesn’t this chart assume a 30 
percent cut to SGR, the sustainable growth rate, Mr. Chairman? 

Chairman Ryan. Mr. Foster? 

Mr. Pascrell. Correct? 
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Chairman Ryan. Mr. Foster, this is chart 7 in your testimony. Do 
you want to provide him the answer? 

Mr. Foster. Yes, sir, it does. 

Mr. PASCRELL. Thank you. Well, don’t you think, Mr. Chairman, 
that that is a bit pessimistic and not in line with the current re- 
ality since we as a Congress in fact 

Chairman Ryan. I agree. 

Mr. Pascrell [continuing], I think we mentioned it before. We 
have averted that, these SGR cuts for the last 10 years, and are 
currently working in Ways and Means — you are a member there as 
well — on a long-term fix; isn’t that true? 

Chairman Ryan. I think that is right. And I think that is why 
it lends more credence to the appendix that Mr. Foster put in his 
report showing that the true unfunded liability on Medicare is 
more at 37 trillion than not. 

Mr. Pascrell. Well, let me ask you this question, Mr. Chairman. 
Does it take into account the payments that are made to doctors 
for health information technology, electronic medical records? Does 
it or does it not? 

Chairman Ryan. Well, mind you, even if we plug that hole, doc- 
tors are still getting paid 80 cents on the dollar. 

Mr. Pascrell. What about quality — what about bonuses for 
quality reporting? 

Chairman Ryan. So If you take a look at this chart you will see 
it is at 80 percent and then off the cliff. That cliff is the SGR. So 
let’s assume we plug the SGR, the cliff doesn’t occur, the slope still 
goes down, but starting at 80 percent. So that means instead of 
paying physicians next year 60 cents on the dollar, we plug the 
hole and pay them 80 cents on the dollar. And that still goes down 
to a lower amount and that means then we are moving more to- 
ward a $37 trillion unfunded liability than a 

Mr. Pascrell. We are here today to address the problems in 
Medicare and Social Security, Mr. Chairman. I think what we need 
to do is have real detailed explanations about the charts that you 
put up there, we put up there, it doesn’t matter who puts the 
charts up. You can’t just slide those charts. “Given assumptions,” 
what does that mean? 

Chairman Ryan. So the next time we put up the actuary’s chart, 
we will tell you we are putting up the actuary’s chart. 

Mr. Pascrell. I didn’t ask you that. 

Chairman Ryan. See the source down there, actuary? 

Mr. Pascrell. Mr. Foster, at yesterday’s hearing on the IPAB, 
one of my colleagues attributed Medicare’s insolvency to the Demo- 
cratic plan. I just want to make clear what creates solvency prob- 
lems and what does not. Health care reform which is fully paid for 
is not to blame for Medicare’s solvency. 

Chairman Ryan. Would the gentleman yield on that point? 

Mr. Pascrell. Sure. 

Chairman Ryan. So if we are to assume what you say, that these 
cuts will never occur, then your health care bill is not paid for. 

Mr. Pascrell. We know that the health care bill is paid for, 
we 

Chairman Ryan. Well, no, you are saying it is paid for. 

Mr. Pascrell. We painfully laid it out very clearly. 
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Chairman Ryan. Can’t have it both ways. 

Mr. PASCRELL. And very different from what 

Chairman Ryan. Either these cuts do not occur and it is not paid 
for, or the cuts do occur and is paid for. 

Mr. PASCRELL. Reclaiming my time. 

Mr. Van Hollen. Would the gentleman, yield? 

Mr. PASCRELL. Just making one point. Very different from what 
you did in your prescription drug plan of 8 years ago, we didn’t pay 
for anything. 

Chairman Ryan. May I ask you a question? 

Mr. PASCRELL. Didn’t pay for anything. 

Chairman Ryan. Would you yield? 

Mr. PASCRELL. Sure. 

Chairman Ryan. If these cuts do not occur, then your bill is not 
paid for. If these cuts do occur, then on paper your bill was paid 
for and this happens. 

Mr. PASCRELL. This is my point, this is my point. Look, we are 
trying to provide services to people, we are trying to provide those 
services for everybody. But you refer, you know, refer to tax cuts. 
Many of the gentlemen on the other side and ladies refer to tax 
cuts. We know that the deficit that we are addressing — and you are 
not going to respond to the deficit and you are not going to clear 
up the deficit by blaming Social Security or Medicare or the recipi- 
ents of those benefits. Three-fifths of the deficit by 20 

Chairman Ryan. I will let you 

Mr. PASCRELL. Let me finish. 

Chairman Ryan. Go ahead and finish. You are beyond your time. 
But since I took some of it go ahead and wrap it up. 

Mr. PASCRELL. I appreciate it very much, Mr. Chairman. You are 
very kind to me today. 

Chairman Ryan. Don’t push it, come on. 

Mr. PASCRELL. I said today. 

The tax cuts of 2001 and 2003 are going to mean by 2019 — and 
you like figures, Mr. Chairman. 

Chairman Ryan. All right. I got where you are going. 

Mr. PASCRELL. You dig figures. By 2019, three-fifths of the deficit 
will be as a result of the extended tax cuts that you supported, you 
voted for, and you think will bring us to the promised land. 

Chairman Ryan. We can go on and on and on. Ms. Black. 

Mr. PASCRELL. It is not going on and on; it is the truth. 

Mrs. Black. Thank you, Mr. Chairman. And thank you, panel- 
ists, for being here today. 

Mr. Foster, I would like to turn to the issue of how income is cal- 
culated for the Federal health programs. And I know that this 
issue was mentioned in the Energy and Commerce hearing where 
you testified. I hope that you might be able to help elaborate for 
this committee the implications for including the MAGI, or what 
they call the Modified Adjusted Gross Income, which was created 
by the Affordable Care Act, and specifically by requiring States to 
use the modified adjusted gross income as defined in the Internal 
Revenue Code. 

Mr. Foster. Yes, ma’am. I would be glad to do that. This has to 
do with the expansion of the Medicaid program under the Afford- 
able Care Act and the creation of the health insurance exchanges. 
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You need to have a consistent definition of income to determine eli- 
gibility for Medicaid and the level of your exchange Federal sub- 
sidies to avoid any gaps or overlaps. 

So to handle that, Congress chose to use the definition of modi- 
fied adjusted gross income for this purpose is readily available. The 
problem is that for many or most Social Security beneficiaries, lit- 
tle or none of their Social Security benefits are included in adjusted 
gross income, which is the first step in determining the modified 
version. 

So as a result, if you have Social Security beneficiaries under 65 
who don’t qualify for Medicare yet, and that is a lot of them, then 
the income test for them is not up to 133 percent plus 5 percent 
of income, of all income. It leaves out their Social Security benefits 
in many cases, and in some examples we have done, the test can 
actually be more like 300 to 400 percent at the extreme, which is 
probably not intended. 

Mrs. Black. And given that — and I know yesterday, or maybe 
Monday, was when the initial rulemaking for the State exchanges 
did come out. And so I know this may be a little bit difficult for 
you to answer, but I am interested to hear the effects on the State 
exchange premium, credits, and the cost sharing subsidies, and 
Medicaid. What do you think the effect of this is going to be on the 
States? 

Mr. Foster. For the states you have the issue of their portion 
of the cost for Medicaid, of the expansion. Of course, for the first 
3 years the Federal Government pays the entire cost for the expan- 
sion population, and then it grades down to 90 percent, if I remem- 
ber correctly. 

On the exchanges you still have an issue of the eligibility, in the 
following sense. If you have somebody and you include their Social 
Security benefits in their total income, and on that basis they 
would qualify, say, for a given level of premium assistance, in cost- 
sharing assistance, but now you don’t count their Social Security 
benefits, they will qualify for a higher level because they look more 
low income, so it shifts people on that eligibility curve and puts 
them into brackets where they get a greater subsidy. 

Mrs. Black. And I have heard this could be 3 to 5 million more 
individuals who could be added to Medicaid by 2014. I have esti- 
mates from CBO that closing this loophole that was created by the 
Affordable Care Act could save well over 10 billion over 10 years. 

And that is why I have legislation that I am going to be intro- 
ducing early next week to establish a formula in the revenue code 
that accurately reflects an individual’s eligibility for certain 
healthcare-related programs and that is in line with the eligibility 
requirements for other government programs such as SSI, SNAP, 
TANF and unemployment insurance, to hopefully get at this loop- 
hole, to close it so that the States will not be terribly affected, and 
that it will be a more fair system, as I say, in those other pro- 
grams. 

And so the bill would ensure that health care programs are avail- 
able to those who need it the most, rather than it going to people 
who may be outside of that because of this loophole. The bill also 
would be about ensuring fairness, as the health care law is now 
written, and some individuals would get a significant break on 
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their health care premiums, so making this a fairness issue is 
where I am hoping to go with this bill that we close this loophole. 

Do you have any comments in my few, 8, 7 seconds left on this? 

Mr. Foster. I try to stay out of policy issues, but this is one 
where I think the change is in order. 

Mrs. Black. Thank you, I yield back my time. 

Chairman Ryan. Ms. Wasserman Schultz. 

Ms. Wasserman Schultz. Thank you, Mr. Chairman. My first 
question of Mr. Goss on the Social Security privatization in the 
Ryan plan. What the Ryan plan does is it proposes to set up pri- 
vate accounts by diverting Social Security payroll taxes. What was 
your estimate of the cost of diverting those payroll contributions? 

Mr. Goss. Thank you. We did — this is a year or 2 ago when we 
did the last version of the road map. And there were a number of 
changes in that that would actually lower the scheduled level of So- 
cial Security benefits. The amount of payroll tax contributions that 
would be redirected — we estimated over the 75-year period at 1.74 
percent of payroll — would be redirected to the personal accounts. 

Ms. Wasserman Schultz. Now, the Ryan plan offset that in- 
crease cost to Social Security through its benefit cuts under pro- 
gressive price indexing; is that right? 

Mr. Goss. In part. I think it might be a more appropriate — to 
look at the way the Ryan road map worked was first to effect a re- 
form to the Social Security structural program itself in that three 
basic components. 

Ms. Wasserman Schultz. And that reform was a privatization 
of Social Security? 

Mr. Goss. Well, there were first of all just the basics of the So- 
cial Security program as we know it, without the privatization as- 
sets, set the progressive price indexing, a change in the normal re- 
tirement age, and the additional revenue from the taxation. 

Ms. Wasserman Schultz. Personal account is the equivalent of 
privatization. 

Mr. Goss. But personal accounts were also included and money 
was taken out of trust funds to fund the personal accounts, but 
then people who participated in that would have a reduction in the 
benefits they would subsequently receive. 

Ms. Wasserman Schultz. So there would be a reduction in ben- 
efits that individuals would personally receive under that plan? 

Mr. Goss. For those, absolutely, yes. 

Ms. Wasserman Schultz. Yes, okay. 

Chairman Ryan. Would the gentlelady yield for a quick question? 

Ms. Wasserman Schultz. You are pretty rigid about holding to 
the 5 minutes, Mr. Chairman, so 

Chairman Ryan. Okay. There is a guarantee that you don’t lose 
money if you put it in 

Ms. Wasserman Schultz. Mr. Chairman, I didn’t yield. If you 
give me time beyond the 5 minutes then I would be glad to yield. 
Thank you. 

Chairman Ryan. All right. 

Ms. Wasserman Schultz. Moving on, it really deeply concerns 
me, your response deeply concerns me that there is a plan on the 
table that has been proposed by the chairman repeatedly, that an 
expert acknowledges would reduce benefits, would actually jeop- 
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ardize the long-term solvency, create an insolvent — does not ad- 
dress the long-term solvency problems we have with Social Secu- 
rity, and risk the safety net that is clearly in place now for Social 
Security beneficiaries. 

I am particularly concerned about the impact on women, be- 
cause — sorry to the men in the room, but women generally live 
longer than men so there is a greater need for Social Security bene- 
fits to be in place. The average Social Security benefit is about 
$12,000 a year to help an individual keep a roof over their head, 
pay for their prescriptions, and that is needed even longer for 
women. So at the end of the day, to me it is very troubling that 
there would be a plan on the table that would privatize Social Se- 
curity. 

Let me turn to Medicare in my final about minute-and-a-half. 
Mr. Foster, Republicans have said they want to reduce the costs for 
seniors, but I don’t know how they can say that with a clear con- 
science when the Affordable Care Act does reduce costs for seniors, 
and the Ryan plan actually adds $6,000 or more in costs to Medi- 
care beneficiaries. 

Just to review what the Affordable Care Act does, it reduces the 
out-of-pocket costs for fee-for-service Medicare beneficiaries, Part B 
premiums declined by more than $200 per beneficiary by 2019, co- 
insurance declined by more than $200 per beneficiary by 2019. And 
although Part D beneficiaries see a slight increase in premiums, 
isn’t it right that that is actually offset by the closing of the dough- 
nut hole and the actual reduction in the amounts of the out-of- 
pocket costs for seniors? 

Mr. Foster. For the Part D beneficiaries, that is correct. 

Ms. Wasserman Schultz. Thank you, Mr. Chairman, I yield 
back. 

Chairman Ryan. Mr. Huelskamp, will you yield 30 seconds? 

Mr. Huelskamp. Absolutely, Mr. Chairman. 

Chairman Ryan. Mr. Goss, can you just quickly answer questions 
about the bill I sent you 2 'A years ago? Number one, does it make 
Social Security solvent? Number two, does it raise the minimum 
benefits to keep every senior out of poverty? Number three, does 
it have a benefit guarantee for those people who elected to have 
those voluntary personal accounts? 

Mr. Goss. Yes, it does result in solvency. There is a minimum — 
a low-earner benefit enhancement, and as for the guarantee in the 
form we scored most recently, there is a guarantee that personal 
account would accumulate by retirement with a non-negative real 
return. It would not yield less than CPI. 

Chairman Ryan. Thank you, Mr. Huelskamp. 

Mr. Huelskamp. Thank you, Mr. Chairman. 

Mr. Van Hollen. If could just ask a question on that really 
quickly. 

Chairman Ryan. It is Mr. Huelskamp’s time. 

Ms. Wasserman Schultz. Mr. Chairman, I had 40 seconds left 
that I would be glad to yield to the ranking member. 

Mr. Van Hollen. Okay. 

Mr. Huelskamp. Thank you, Mr. Chairman. And I believe I have 
a chart, if you would put up my chart from staff. Yes, the chart 
is up there. 
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Yesterday I was particularly disturbed as were many constitu- 
ents by a statement the President of the United States made. And 
the question would be to Mr. Goss. And it said something to the 
effect from the President that “I cannot guarantee that those 
checks go out on August 3rd if we haven’t resolved this issue. It 
is in reference to Social Security checks and it is in reference to the 
debt ceiling issue. 

Looking at a chart that was “Source, U.S. Treasury, prepared by 
GS Global ECS Research.” And I wonder if you can explain to me 
how the checks would not go out on August 3rd. Under what cir- 
cumstances would Social Security checks be withheld? 

Mr. Goss. I wish I could give you a definitive answer to that. I 
think you would have to talk to people at the Department of Treas- 
ury, quite frankly. What we know and understand is that whenever 
we pay any money out of the Social Security Trust Funds, we must 
redeem bonds. When we redeem bonds, that actually lowers the 
amount of debt subject to the ceiling. However, in order to pay the 
benefits, the Treasury must at the same time then issue bonds to 
the public, which therefore increases the debt subject to the ceiling. 

So there is in effect kind of an offset between the two. The exact 
mechanism by which that happens is very complicated, and it is 
the Department of Treasury, and for a public debt you have to 
speak to that issue. 

Mr. Huelskamp. Thank you. I appreciate that. So you are not fa- 
miliar with how the Department of Treasury manages their re- 
sources in terms of paying Social Security checks? 

Mr. Goss. We are to a degree, but there are many detailed intri- 
cacies about how exactly it is handled with respect to the timing 
of the redemption of the Social Security bonds, and then the 
issuance of debt to the public, and whether or not that process, if 
not done exactly simultaneously, would in fact breach the debt ceil- 
ing if we were already added is, I think, really the issue. 

Mr. Huelskamp. I appreciate that. And for members of the com- 
mittee, if we take a look at that chart — and this is cumulative cash 
flows — and the line is the receipts; and you see throughout the end 
of the month of August, that line of receipts exceeds our expenses, 
including essential defense, Medicare, Social Security interests, and 
then the receipts line. 

I was trying to figure out, and I guess we will have to ask the 
Department of Treasury, which we are having difficulty getting an- 
swers from them. Buy I see under no circumstances, unless it was 
a political decision, that the administration would refuse or with- 
hold Social Security checks because there are sufficient receipts. 
And I appreciate the opportunity to make that statement. 

I wish we could have a little more information. Folks at the So- 
cial Security Administration — have they asked that question? You 
are going to be asked, When do you cut those checks and when are 
you told not to cut those checks? 

Mr. Goss. The responsibility of the Social Security Administra- 
tion per se, my boss, Commissioner Astrue, is to in fact determine 
how much in the way of benefit payments people are supposed to 
receive. We send that information actually over to the Department 
of Treasury. They are the ones that actually send out the pay- 
ments, electronic funds transfer or checks. 
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Mr. Huelskamp. Can I ask you to ask the Treasury Department, 
because the administration just really does not want to provide in- 
formation. When you stand on the evening news and make a state- 
ment that 40-some million Americans are not going to receive their 
checks, could you ask the administration are they planning on 
withholding those checks, and is there a reason they wouldn’t make 
those payments on August 3rd? 

Mr. Goss. I would be happy to join you in raising that question. 

Mr. Huelskamp. Thank you. I yield back the balance of my time. 

Mrs. Black [presiding]. Ms. Castor, you are recognized. 

Ms. Castor. Thank you, Madam Chair. While Social Security is 
not a driver of the deficit and it is not an immediate crisis, I think 
hopefully we can all agree that it is vitally important to work to- 
gether to strengthen the Social Security Trust Fund. 

Mr. Goss, do you know when I talk to folks at home, you know 
what they are most surprised to learn when you are talking about 
the basics of Social Security? They are surprised to learn that 
Americans pay into Social Security, but only up to $106,000, 
106,800 and anything higher than that is exempted. I think I 
heard you share with Ms. Schwartz earlier that that cap has been 
adjusted over time. Can you kind of lay out the changes in that 
taxable maximum over the past couple of decades? 

Mr. Goss. I believe it is since about 1978 to 1980 we have en- 
acted into the law, you enacted into law, an automatic adjustment 
mechanism for this taxable maximum amount. And it grows with 
the average wage in the U.S. economy, which we project will be at 
about a 4 percent average annual rate in future. So the taxable 
maximum does grow at that rate. It has grown at that rate over 
the historical period. 

There was a comment earlier, though, about the percentage of all 
earnings in the U.S. economy that are covered under Social Secu- 
rity and the percentage of those earnings that in fact are subject 
to our payroll tax — that is, the 106,800 — that is currently around 
84 percent. We expect by the year 2020 to be around 83 percent. 
It did reach a high water mark in recent history of about 90 per- 
cent back in 1983 and 1984. 

Now, the fact it has drifted down is due to a widely known and 
understood phenomenon in our economy that there has been a dis- 
persion of earnings, meaning that people at the highest income lev- 
els tend to have a faster rate of increase in earnings than at the 
lower income levels. That has caused a shift towards more of the 
total earnings in the economy being above our taxable maximum 
and that is what has pulled down our share of 

Ms. Castor. That is very interesting, because the other thing I 
hear from folks when you are just talking about the basics of Social 
Security, is that they — folks are very interested in making sure the 
trust fund is healthy and solvent and can — I think I am a little 
younger than a baby boomer, so my generation wants it to be 
around as this baby-boom bubble moves through. And they think 
that, gosh, if you can raise that cap, maybe even over time — and 
the Rivlin-Domenici Commission looked at it and others have stud- 
ied — if you could raise that cap over time, is it true we could make 
the trust fund solvent without any change in the retirement age 
and without any change in benefits? Is that right? 
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Mr. Goss. Well, the estimates we have done is if we were to, as 
is true with the 2.9 percent Part A Medicare tax, which has no 
limit whatever, it is charged on all earnings at any level; if we 
were to do the same for the 12.4 percent Social Security tax, that 
would generate revenue, in fact, in excess of the amount needed to 
fully finance Social Security benefits through the 75-year period, 
through 2085. 

If, however, we were to give benefit credit for the additional 
earnings that would be subject to tax under our current benefit for- 
mula, it would fall somewhat short of being able to cover the whole 
75-year period, but would cover an awful lot of the costs. 

Ms. Castor. Thank you. I think that is a smart way to shore up 
the trust fund and strengthen Social Security and keep the promise 
to our older Americans that Social Security is going to be there for 
them. 

On Medicare, Mr. Foster, thank you very much for being here. 
See, when the Medicare Part D was added and came on line in 
2006, people are very surprised to learn that it wasn’t paid for, 
that there was no dedicated funding, no offsets, no revenue raisers. 
And the CBO has estimated that that is going to cost us $1 trillion 
from 2012 to 2021. Do you agree with that CBO number? 

Mr. Foster. I am sure it is in the right ball park. I could add 
it up from our own estimates for you. 

Ms. Castor. It is very interesting, as we discuss all of the debt 
policy — the Affordable Care Act, remember, was paid for, 575 bil- 
lion over 10 years; isn’t that correct? 

Mr. Foster. Yes, it was. 

Ms. Castor. Yeah, so there’s a difference when it comes to Medi- 
care and who are the good fiscal stewards of the Medicare initia- 
tive. That Medicare Part D was added at a time the Bush adminis- 
tration was already projecting the largest debt in American history. 
I think that was very poor public policy and very poor fiscal policy. 

But there is a proposal that has been introduced by Mr. Waxman 
and Mr. Dingell that could help us shore up, find additional sav- 
ings for Medicare Part D. Are you familiar 

Mrs. Black. The gentlelady’s time has expired. 

Ms. Castor. Let me just highlight to everyone the Medicare 
Drug Savings Act of 2011, H.R. 2190. CBO estimates that we can 
bring in over $112 billion in Medicare Part D, so I highlight that 
to everyone. Thank you very much. 

Mrs. Black. Thank you. The gentleman from Wisconsin, Mr. 
Ribble, is recognized. 

Mr. Ribble. Thank you, Madam Chair. I just would make one 
quick response. You know, if we reduce physician payments from 
80 cents on a dollar to 33 cents on a dollar and raise taxes by a 
trillion dollars, I suppose we could fund some things. 

And so I would like to go back to Mr. Goss to try to clarify some 
of the questions and the follow-up on Mr. Huelskamp’s line of ques- 
tioning before. I am trying to get my hands around Social Security 
Trust Fund. Where does the money exist? Is it just on a balance 
sheet someplace, does it just show up on a ledger, or is there an 
account with money in it? Where is all this money? 

Mr. Goss. Well, when Social Security or any of the trust funds 
in the Federal sector have excess revenue coming in, excess dedi- 
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cated taxes, that money is in fact received by the general fund of 
the Treasury, and securities which are required by law to be inter- 
est-bearing securities backed by the full faith and credit of the U.S. 
Government, are then issued to the trust funds. The trust funds 
hold those securities, much as you might with a double E bond or 
a Treasury bond that you have in your own position, or folks over- 
seas, for that matter, in terms of publicly held debt. 

Actually, interestingly, the debt obligations issued to the trust 
funds are referred to by the Department of the Treasury as public 
debt obligations, but not publicly held debt obligations, obviously, 
but they are referred to as public debt obligations. So they are not 
a pile of dollar bills, obviously, anymore than if we go and put $100 
in the savings and loan down the street, they will go out and invest 
it or put it to some use later. 

What counts is our ability, when we need that money, to be able 
to come and get it back. So far in all of history, whenever the trust 
funds have needed money — and it has been ever since 2005 that 
the DI Trust Fund has needed to be pulling money out of the trust 
fund, it has been there and it has been made good. 

Mr. Ribble. If I took and invested money in a bank, and they 
went and invested it someplace else, and I wanted to get it back, 
and they said to me, “Gee whiz, you can’t have it back because I 
have to go borrow it,” what would that do to your confidence about 
it? 

Mr. Goss. Well, if they said you could not have it back, that 
would be a problem. Actually, I think we had a situation like that 
fairly recently with some of the big banks, and they came to the 
government to bail them out. And in terms of the Social Security 
Trust Funds that is a concern. This is the reason that the trust 
funds are required to invest in interest-bearing securities backed 
by the full faith and credit of the government, so that in fact there 
is thought not to be that issue of concerns of being able to get the 
money when you need it. Really, for that to be undone, I think 
would require an act of Congress to say that the money would not 
be available. 

Mr. Ribble. Okay. In your testimony you said, first, assets in a 
trust fund had been borrowed by the rest of the government in lieu 
of additional borrowing directly from the public — is what we are 
speaking about here, correct? Publicly held debt, currently about 10 
trillion, is lower than the Federal debt of about 14 trillion, solely 
due to borrowing from the trust funds. That $4 trillion, is that just 
surplus or is that the total amount? 

Mr. Goss. Well, the $4 trillion is in fact the accumulated amount 
of excess revenues that have been brought in by the trust fund. 

Mr. Ribble. Since the beginning of 

Mr. Goss. Since the beginning of time in Social Security cases 
since the year 1937, Medicare since 1965. It is the excess of reve- 
nues that have been brought in with accumulated interest that are 
held in those funds. And in effect had they not been brought in 
that excess, and the rest of the government had spent what it 
spent and taxed what it has taxed, we would still have the rest of 
the government owing somebody $14.3 trillion. It is just that it 
would not have 4 trillion of that, in effect, borrowed from the trust 
funds, it would have to all be borrowed from the public. 
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Mr. Ribble. If that had been the case it would have been trans- 
parent to the American people, and the President wouldn’t go on 
TV and say if we don’t raise the debt limit, we can’t send our Social 
Security checks out. Is that accurate? If that money had in been 
in — like A1 Gore campaigned on a few years ago — in a lockbox. 

Mr. Goss. Well, the definition of what exactly a lockbox would 
be has never been clear to me, so I am not sure we can exactly an- 
swer exactly what would have happened under that circumstance. 

Mr. Ribble. But your testimony would imply that it was bor- 
rowed — not implied, stated — was borrowed by the rest of the gov- 
ernment in lieu of additional borrowing. So I am assuming that the 
Federal Government views it just to spend on its normal activities 
and basically continue to fund other things other than Social Secu- 
rity. 

Mr. Goss. Well, the fact that the non-trust fund programs have 
in fact had, cumulatively, spending of $14.3 trillion more than the 
revenue that they have taken in, does mean that total amount of 
$14.4 trillion has needed to be borrowed. Perhaps a convenience 
that the trust funds were running excesses and could shoulder part 
of that burden. 

Mr. Ribble. Thank you very much and I yield back. 

Chairman Ryan [presiding], Mr. Tonko. 

Mr. Tonko. Thank you, Mr. Chair. 

Mr. Goss, I listened with interest to the exchange on the releas- 
ing of Social Security checks, and find it rather amazing that we 
would even entertain the idea of allowing that to happen. And it 
really calls for us to build this consensus and respond appro- 
priately. 

Given the barrage of calls for entitlement reform as negotiations 
on the debt ceiling continue, I would like to take a moment to re- 
turn to your testimony, where you gave a very helpful explanation 
of how Social Security funds itself and what its impact on the def- 
icit and debt are. We know the simple answer is that it has none. 
Social Security is self-funding and has not added one dime to the 
debt. However, in the face of repeated claims to the contrary and 
the policymaking that is now building upon those claims, I think 
this is an issue worth examining in greater detail. 

So could you please indicate for us the total dollar amount on in 
the OASDI Trust Fund, the Social Security Trust Fund as you 
know it to be? 

Mr. Goss. At the beginning of this year the OASI and DI Trust 
Funds on a combined basis held about $2.6 trillion. We are right 
around that, approaching $2.7 trillion. 

Mr. Tonko. So Social Security has about $2.7 trillion in the 
bank. Mr. Goss, you pointed out that Social Security ran a cash 
deficit last year that comes from discounting Social Security’s inter- 
est income. However, given that Social Security has $2.5-$2.7 tril- 
lion in what was until recently the safest investment bank in the 
world, the program is earning pretty substantial interest, and if 
that interest income is included, Social Security income in 2010 to- 
taled $781 billion, while outlays totaled 713 billion. Is that accu- 
rate? 
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Mr. Goss. I believe those would be the correct numbers, yes. The 
total interest credited in trust funds in 2010 was in excess of $100 
billion. 

Mr. Tonko. Thank you. So if Social Security was a business, it 
would have netted about 70 — just shy of $70 billion last year. Let 
me say that in a different way. If Social Security were a business, 
it would have earned well over twice the profits of the most profit- 
able corporations in the world. It would have earned twice the prof- 
its of ExxonMobil who raked in about 30 billion in profits. Despite 
having one of the most successful companies on Earth, ExxonMobil 
gets government welfare and receives billions in oil subsidies, ap- 
proved by this body and defended by my Republicans colleagues. It 
contributes more to Federal debt and deficit than Social Security 
ever has or, under current law, ever will. 

And yet our Republican colleagues are demanding entitlement 
reform and pushing forward bills to privatize Social Security and 
cut benefits, while outrightly refusing to cut subsidies to big oil. 
That, I think is rather interesting. 

Mr. Foster, an interesting point for me to examine is this line 
drawn in the sand by the Republican plan to end Medicare. At 
some point you are 55, and you can’t climb into the program. And 
the legacy population continues to age without a new population 
entering in. As I see the actuarial world, it is that younger popu- 
lation that doesn’t consume as much health care, that helps bal- 
ance the pot and maintain the financial outcomes and stability of 
the insurance programs in this country, private sector, or Medicare 
program. 

What is the impact of having this legacy population age without 
any new younger seniors entering into the mix? 

Mr. Foster. On the one hand, if you measure the average cost 
per person under current law versus, as you deem it, the legacy 
population, obviously with a closed group of people who get older 
and older, a greater proportion of them die each year, et cetera, 
their costs per person are going to be much higher. 

Mr. Tonko. Right. But what is the impact, then, on the program, 
on the finances of the program? There is no new group coming in 
from whom you are collecting premiums, and perhaps using much 
less in health care and absorbing and costing more? 

Mr. Foster. I am not sure the impact is so different. In other 
words, either way. Current law or this kind of proposal for the 55- 
and-over group, Medicare is still going to pay the lion’s share of 
their costs. 

Mr. Tonko. Right. But premiums are held harmless. 

Mr. Foster. That is right. 

Mr. Tonko. So what is the impact if you have no younger senior 
group coming in to absorb some of that ebb and flow, what is the 
impact of a growing, ever-increasing age group? 

Mr. Foster. That is the point I am working towards. For the 
older group, nothing really has changed. We are still paying them 
the same benefits. They are still paying the same premiums they 
would have. 

Mr. Tonko. But who absorbs that cost, the added cost? 

Mr. Foster. So far there there is no added cost. 
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Mr. Tonko. The premium is constant, the group is growing older, 
and you are saying per capita they are paying more. 

Mr. Foster. The current law, proposed law, the same people, the 
same cost. It hasn’t gone up. 

Chairman Ryan. Thank you. Mr. Guinta. 

Mr. Guinta. Thank you, Mr. Chairman. Thank you both for 
being here. 

Mr. Foster, are you familiar with the Trustee of Trusts report 
that was issued back in May relative to bankruptcy of Medicare? 

Mr. Foster. The Medicare Trustees Report? Yes. 

Mr. Guinta. What did that say? If nothing is done, when does 
Medicare go bankrupt? 

Mr. Foster. For trust fund financial status, you have to look at 
each account separately. The Part A Trust Fund is projected to run 
out of assets in 2024. The other two trust fund accounts are not 
projected to run out. 

Mr. Guinta. So 2024 is not that far off, about 12, 13 years. What 
we have heard from our friends on the other side of the aisle in 
terms of solutions is either A, that is just false information and it 
is not accurate, which I disagree with; B, raise taxes either on 
beneficiaries or on other folks in order to pay for it; or C, do noth- 
ing. And I say that because I have not seen a plan from the other 
side to preserve and protect Medicare. 

I think we have a responsibility in Congress to preserve and pro- 
tect it. There have been proposals put forward, most recently 
passed by the House of Representatives, that preserve and protect 
Medicare. It doesn’t affect anyone who is 55 or older. It recognizes 
and acknowledges that if nothing is done, Part A will go bankrupt 
in about 12 years. It recognizes that 10,000 baby boomers per day 
are coming on to the rolls, and that doctors each and every day — 
less and less doctors are choosing to accept Medicare patients. 

So there is a fundamental problem in this country with the sol- 
vency which Congress is charged with fixing. If we did it solely on 
raising the payroll tax — the tax is 2.9 percent today, correct? What 
would it have to go up to? 

Mr. Foster. The tax is 2.9 percent split evenly between employ- 
ers and employees. There is also an additional 0.9 percent for high- 
income workers. If you address the Part A long-range actuarial def- 
icit just by raising taxes, then the tax rate would have to go up to 
3.69 percent, starting immediately. That is a 24 percent increase. 

Mr. Guinta. So starting immediately, you would have to go from 
2.9 to 3.69. 

Mr. Foster. Right. 

Mr. Guinta. This is on top of the Affordable Care Act increasing 
taxes half a trillion dollars. This is on top of the President of the 
United States demanding tax hikes for some Americans that would 
exceed 50 percent of their income, 50 percent, between Federal, 
State and local. This is on top of the 9.2 percent unemployment 
rate and 18,000 — abysmal 18,000 jobs created in June. That is 360 
jobs per State in this country. 

Central High School in Manchester graduated 500 people this 
past month. There is a serious problem in this country that is not 
being dealt with by this Congress and by this President. And peo- 
ple in this country are frustrated with that. And what I think we 
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need to be doing as members of Congress is not looking at raising 
taxes, but finding reasonable solutions to shore up Medicare, to 
shore up Social Security, 

Medicare, right now, we spend in 2010, what, $520 billion rough- 
ly? 

Mr. Foster. Yes, sir, that is correct. 

Mr. Guinta. What is your estimation that that number will in- 
crease to in the next 10 years? 

Mr. Foster. Hang on just one moment; 932 billion projected for 
the year 2020. 

Mr. Guinta. We are in that neighborhood. We have 47 million 
eligible Americans today. Do you have a projection of what that 
would go up to in 10 years? 

Mr. Foster. Sure. We have got projections for just about every- 
thing. Sixty-four million. 

Mr. Guinta. Sixty-four million people. So from 47 to 64, but al- 
most a doubling of the cost. 

Mr. Foster. Yes. 

Mr. Guinta. These particular facts have to be acknowledged by 
Congress and real solutions have to be proposed. The House of Rep- 
resentatives has put a proposal forward. It came out of this com- 
mittee, passed the House, nothing has been done in the Senate. 
Quite frankly, nothing has been offered on the other side. So I 
would like to hear from the other side some solutions and some 
fact-based positive ideas, rather than critique and criticism of the 
ideas we continue to bring to the table. 

I yield back the balance of my time. 

Chairman Ryan. Ms. Bass. 

Mr. Foster. Before we hear from the other side. Let me just say 
we would be very happy to help all of you on both sides in your 
efforts to find solutions. 

Chairman Ryan. You have been exceptionally helpful, we appre- 
ciate that. Ms. Bass. 

Ms. Bass. I would like to thank the witnesses for taking their 
time out to speak to us today. And also to my colleague, Mr. 
Guinta, I don’t want to mispronounce your name. 

Mr. Guinta. Close enough. 

Ms. Bass. If you want to know the ideas from the other side of 
the aisle, the Democrats did offer an alternative budget proposal 
and a balanced approach, which is something that I think we could 
use, especially as we are getting very close, aside from the budget, 
talking about raising the debt ceiling as we are getting dangerously 
close to jeopardizing our Nation’s credit standing. 

I wanted to ask you a couple of questions. This question is for 
Mr. Foster. Yesterday Secretary Sebelius said that Medicare is on 
a solid fiscal footing because of the Affordable Care Act. And on 
page 6 of the 2011 Medicare Trustee Report it says the financial 
outlook for the Medicare program is substantially improved, cer- 
tainly not without concerns, but improved as a result of the 
changes in the Affordable Care Act. 

So Mr. Foster, I wanted to know how would repealing the Afford- 
able Care Act impact Medicare’s financial situation? 

Mr. Foster. There were, of course, very many savings provisions 
in the Affordable Care Act for Medicare. We estimated a total sav- 
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ings of $575 billion through 2019. If the law were repealed outright 
and retroactively because some of these provisions have already 
taken effect, of course, then we would not have those savings. 

Ms. Bass. Okay. Thank you. And I also wanted to associate my 
comments with Mr. Tonko’s, who left a little earlier, about the — 
I think we both heard the President’s comments yesterday in re- 
sponse to the question of if we didn’t raise the debt ceiling, would 
we be able to make Social Security payments, as opposed to the 
President wanted to withhold those payments. I think when we do 
reach a balanced approach, we will be able to keep the Social Secu- 
rity payments on time. 

Mr. Goss, while my colleagues on the other side of the aisle claim 
that the House-passed budget resolution did not cut Social Secu- 
rity, it does indeed cut the agency’s funding by more than $10 bil- 
lion over the next 10 years. And I realize that, you know, you are 
the actuary. But I wanted to know your opinion, if you could de- 
scribe what those size cuts would mean for the agency as it looks 
to serve — and you have certainly given numerous examples of the 
growing number of new retirees over the same period. 

Mr. GOSS. Very, very recently — in fact, my boss, Michael Astrue, 
Commissioner, testified before the Ways and Means Committee 
and indicated the necessity of maintaining sufficient administrative 
budget to be able to fully serve the American people. One of the 
charges that Social Security is working very, very hard at is to try 
to get the backlog for Social Security disability applications down, 
especially as they are waiting for administrative law judge deter- 
minations. A reduction in administrative revenue for the program 
would of course make it much more difficult to do this. 

Ms. Bass. Thank you very much. And I know that those of us 
on both sides of the aisle recognize that we do have to deal with 
our deficit and that cuts are needed. But I think this is an example 
that sometimes you can have cuts that actually create more prob- 
lems for people than solving the situation that we are in now. 

Thank you very much for your time. 

Chairman Ryan. That is it? You have plenty of time to spare. 

Ms. Bass. I yield my time to Ranking Member Van Hollen. 

Mr. Van Hollen. I think it has been a very, very good hearing. 
Thank you, Ms. Bass. And I appreciate that windfall. I don’t get 
many on the Budget Committee. 

Let me just say I think this has again been a very important con- 
versation. I just wanted to say what I have said in the past, and 
the chairman agreed. We will have a hearing to look at the tax ex- 
penditures and revenue. Just a couple of points in that regard. The 
median income of a Medicare beneficiary, median income, is 
$22,500. The median income of a Social Security beneficiary, some- 
one over 65, $25,000. Both those median-income numbers include 
their Social Security benefit. My understanding is the average So- 
cial Security benefit is $14,000 a year. So when we talk about these 
issues, let’s keep that in mind. 

And that is why it is so important from our perspective to have 
balance and also look at some of the, you know, revenue pictures 
and look at some of the folks who did get big tax breaks not that 
long ago. And again, during the time when the Clinton administra- 
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tion — we saw the economy booming and jobs created. Thank you, 
Mr. Chairman. 

Chairman Ryan. The gentlelady’s time has expired. 

I will just simply say, when we do entitlement reform we know 
there are limited resources. Those are the people who should get 
the most of the resources as we do this. 

Gentlemen, thank you very much for coming and taking your 
time. We really appreciate it. This hearing is adjourned. 

[Whereupon, at 12:12 p.m., the committee was adjourned.] 
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